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TUESDAY, MAY 7, 1957 


Hovuse or REPRESENTATIVES, 
SUBCOMMITTEE ON CONSUMERS STUDY, 
OF THE COMMITTEE ON AGRICULTURE, 
Washington, D. C. 

The subcommittee met at 10:10 a. m., pursuant to notice, in room 
1310, New House Office Building, Hon. Victor L. Anfuso (chairman 
of the subcommittee) presiding. 

Present: Representatives Anfuso, Watts, Knutson, Jennings, Mc- 
Intire, Harrison, and Dixon. 

Also present: Representatives Johnson, Hagen, and Hill; Mabel C. 
Downey, clerk, and Francis LeMay and Walter W. Wilcox, staff 
consultants. 

Mr. Anrvso. Ladies and gentlemen, we are going to commence these 
hearings at this time. 

This morning the Consumers Study Subcommittee is opening its 
first hearing. This subcommittee was created on March 14, 1957, to 
study and investigate, among other things— 

1. The cost of living and, with respect to agricultural products the 
share which the farmer gets of the consumer dollar and how it com- 
pares with other costs, such as, wages for labor, profits for middleman, 
retailer, and so forth. 

2. The part which our food and fiber programs have played in 
winning friends for the United States and preventing the spread of 
communism at home and abroad. 

3. The accomplishments or deficiencies of our public, private, and 
voluntary agencies in this common struggle. 

4. The proper stockpiling of surpluses within the limits of the 
United States as a matter of national and civilian defense. 

The hearings today and tomorrow will be devoted to a considera- 
tion of the general picture on food cost trends in the United States. 

Representatives from the Department of Agriculture, the national 
farm organizations, organized labor, consumers, and from the food 
processing and distributing agencies will give us the benefit of their 
information and views on this subject. 

Sometime tomorrow we expect to have a representative from the 
Department of Agriculture give us a statement of the pros and cons 
on the rapidly increasing use of trading stamps as they affect food 
retailing costs. After hearing that statement the committee will 
decide on the scope of its investigation into the effect of the use of 
trading stamps on the cost of food distribution. 

Before calling the first witness this morning, I want to make a 
few observations on the work of this subcommittee as it relates to 
the general problems encountered by the Committee on Agriculture, 
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We are concerned with two vital problems, the high cost of living 
for the consumer and the low returns to the farmer for his abundant 
— of high quality foods. We believe that these two prob- 
Jems are related insofar as the current high cost of living is affected 
by increasing retail food costs. ‘That is why the subcommittee was 
created. 

This committee has no intention of engaging in a witch hunt or 
of attempting to embarrass any segment of the food processing and 
distribution industry. We are concerned, however, to find that in the 
past 10 years, although the average urban family has increased its 
food expenditures by $500, only $45 of this increase goes to the farmers 
while $400 goes to food processors and distributors. 

We are also concerned that during this period food supplies have 
become overabundant. Warehouses have been filled to overflowing 
with storable farm products. Yet some urban families cannot buy 
the food they need to raise healthy children. 

Urban families of 5 or more members with incomes of less than 
$4,999 today are spending over half of their income for food. 

While available data are not conclusive it appears that the larger 
urban families, with average or below average incomes, are spending 
a higher proportion of their income for food now than 10 years ago. 
They are spending this higher proportion of their income in an at- 
tempt to achieve some kind of a minimum diet at a time when United 
States farmers are in a position to supply them the most ample diet 
on record and at a much lower cost at the farm than 10 years ago. 

Ladies and gentlemen, I think this is a challenge for the attention 
of this committee and of the entire food industry. If, in examining 
this problem together, we can find ways of lowering the cost of process- 
ing and distributing the staple livestock and other food products, 
many urban families will purchase more food, they will be better 
nourished and current farm surpluses will be reduced. 

Although we cannot expect to completely solve the problem by this 
approac h, I want to underline the importance of this line of attack on 
the farm surpluses problem. On April 19, 1957, the Commission on 
Increased Industrial Use of Agricultural Products, authorized by the 
84th Congress, sent an interim report to Congress. In this report the 
Commission states that 12 percent of the land in crops and rotated 
pastures produces fruits, vegetables, and grain cereals consumed 
directly as food. 

About 7 percent of this land produces items for industrial and 
nonfood purposes, items such as tobacco, cotton fiber, wool, and a part 
of many crops such as soybeans and corn. 

About 10 percent of the land produces products for export. 

The remaining 71 percent of the land in crops and rotated pastures 
goes into feed for livestock and ultimately into the production of live- 
stock food products such as meat, eggs, and milk. 

This Commission recommended a threefold increase in research on 
industrial uses for farm products and listed a large number of useful 
»rojects. I agree with their recommendations. I believe there should 
os increased research on industrial uses for farm products. 

But, ladies and gentlemen, if we, through our studies can find ways 
to reduce the cost of processing and distributing food by as little as 
5 percent, and that reduction in marketing charges is reflected in 
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increased food purchases, it would be the equivalent of a 36-percent 
increase in industrial uses of farm products. 

If we can find ways and means of reducing food marketing charges 
by as little as 2 percent and these savings are reflected in increased 
food purchases by the financi ially hard- pressed housewife, it would be 
the equivalent of more than a 15-percent increase in industrial use of 
farm products. 

I make these comparisons, not to belittle the importance of addi- 
tional research on industrial uses of farm products, but to indicate 
the great importance of the task of this committee and of the food 
industry. 

Of course all savings in food marketing costs will not be reflected in 
increased purchases of foods. But in the lower income groups, pur- 

chases would increase immediately with a drop in retail prices. Sur- 
veys in the spring of 1955 show that purchases of meat, poultry and 
fish, by nonfarm, housekeeping families, increased from 8.9 pounds 
a week for the families with incomes of less than $1,000 a year to 
16.3 pounds a week for the families with incomes of $6,000 to $7,999. 
And from our knowledge of American family preferences we can 
guess that most of this increase was in the red meats, beef, and pork 
rather than in fish and poultry. 

These surveys also showed that nonfarm family purchases of milk, 
cream, ice cream, and cheese increased from the equivalent of 11.2 
quarts for families with incomes of under $1,000 to 16.4 quarts for 
families with incomes of $6,000 to $7,999. Fruit and vegetable pur- 
chases increase just as spectacularly as family income increases up to 
the $6,000 or $8,000 level. 

These figures are convincing evidence to me that families with less 
than $6,000 income will buy more livestock products, fruits and vege- 
tables if either the retail price is lower or their incomes increase. 

On a dollar basis urban households of two or more increased their 
cash expenditures for meat, poultry, and fish, and dairy products as 
their family income increased, as follows: 


Weekly pur- | Weekly pur- 
Income of household chases (meat, | chases (dairy 
| poultry, fish) | products) 


Under $2,000 tas $5. 16 | $2. 01 
$2,000 to $5,999_. 8.30 3.85 
$6,000 and over__.......-. 10. 59 4. 52 


Although the committee is interested in, and concerned about, the 
increased charges for food processing and distribution of foods in 
recent years, it realizes that many of these increased charges are 
required to cover additional costs of precooking, preparation of ready- 
to-use mixes, and special packaging. It also knows that the modern 
housewife who can afford it prefers these new ready-to-serve food 
products. 

We have no intention of trying to turn the clock back. We join 
with the food industry in taking pride in the large variety of high- 
quality foods available to the American housewife. We know that in 
no other country in the world does the housewife have such a variety 
and such an abundance of fine foods available to her. 
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Yet we cannot be satisfied when we know that half our urban 
families would like to buy more food if they could afford it, and that 
surpluses have accumulated in American storehouses because farmers 
cannot find a market for all the food they are producing. 

We hope that every segment of the food industry as good Americans 
will join with us in a search for ways and means of reducing the 
processing and marketing costs, especially of the staple food products 
purchased by families with average and below-average incomes. 

Now this morning we will call as our first witness Mr. Omer Herr- 
mann of the Department of Agriculture. 

Mr. Herrmann, are you ready to testify ? 

Mr. Herrmann. Yes, sir. 

Mr. AnFruso. Will you do so, please ? 


STATEMENT OF OMER W. HERRMANN, DEPUTY ADMINISTRATOR, 
AGRICULTURAL MARKETING SERVICE, UNITED STATES DEPART- 
MENT OF AGRICULTURE; ACCOMPANIED BY D. B. DeLOACH, CHIEF 
OF ORGANIZATION COST BRANCH, MARKETING AND RESEARCH 
DIVISION, AND HARRY C. TRELOGAN, DIRECTOR, MARKETING 
AND RESEARCH DIVISION, UNITED STATES DEPARTMENT OF 
AGRICULTURE 


Mr. Herrmann. Mr. Chairman, may I make an off-the-record pro- 
cedural explanation at this point for the benefit of those who will be 
listening ? 

We have a set of small charts which go with the testimony. They 
are the same as the set of charts that we have up here in larger form. 
I have asked Dr. DeLoach, who is Chief of our Market Organization 
Cost Branch to handle the charts and any explanation that may be 
necessary in connection with them. So if you wish to have any 
explanation relating to the charts, I hope you will feel free to inter- 
rupt the testimony as we go along. 

Mr. Anruso. And I wish you would use the larger charts because 
I think that they will be more understandable. 

Mr. Herrmann. Yes. Thank you. 

Mr. Chairman, we in the Department of Agriculture appreciate 
this opportunity to appear before the Consumers Study Subcommittee 
of the House Committee on Agriculture to discuss food-price trends 
and marketing margins. The Department’s research and service 
agencies follow closely food-price movements and their effects on pro- 
duction responses, producer returns, marketing margins, and sales to 
consumers. Likewise, there is a long-standing community of interests 
among farmers, the public, and the Department regarding the de- 
velopment and maintenance of an efficient agriculture. The various 
research and service activities of the Department are designed to 
encourage and assist in the development of an efficient system for the 
production and marketing of farm products. The material presented 
in this statement is based on information derived from the statistical 
and marketing research and service work of the Agricultural 
Marketing Service. 
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FOOD COST TRENDS 
CHANGES IN PRODUCTION TECHNOLOGIES 


The past several decades, and particularly the period since World 
War II, have seen drastic changes in the technology of food pro- 
duction, processing, and distribution, and corresponding changes in 
marketing htiacll and the economic organization of the industries 
involved. Before analyzing specifically the data on marketing costs 
and margins, let us review briefly some of the salient developments in 
the underlying economic structure. 

New technologies developed in the research laboratories of private 
industry, State, Federal, and endowed institutions have made it pos- 
sible for our farm production to push ahead rapidly. Output of 
farm products has risen almost continuously since 1910 which in- 
dicates the willingness and ability of farmers to adopt new production 
methods (chart 1). 

Rapid advances in the agricultural sciences enabling farmers to 
expand their output have been dependent on basic knowledge accumu- 
lated through years of research in biology, chemistry, physics, and 
engineering. ‘The molding of research knowledge into production 
programs was speeded up during World War II when the demands 
for food were heavy and farmers were encouraged to use every avail- 
able means to increase output. 


CHANGES IN FACILITIES AND PROCESSING METHODS 


Advances in processing and handling products after they leave the 
farm have paralleled the outstanding developments in food and 
fiber production on farms. This was necessary if the productive 
power of American agriculture was to yield public benefits in the 
form of a higher plane of living for our people and to avoid dissipa- 
tion of advances in our farm productive power by inefficiencies in the 
marketing system. 

The interdependence of farm production and the processing and dis- 
tribution of food is illustrated clearly when the locally available dis- 
tribution, transportation, and storage facilities are inadequate to 
handle temporary harvesttime supplies. These inadequacies cause a 
loss of products or quality which must be borne by producers. 
Similarly, producers in isolated areas who enter the market occasion- 
ally to sell seasonal oversupplies find the marketing system ill adapted 
to handle their products. It is significant, however, that the system 
has been perfected to a point where it can move the products from the 
farm through the points of assembly, storage, processing, wholesaling, 
and distribution without any great loss from waste and spoilage caused 
by a shortage of facilities. In order to handle the rising volume of 
food routed through processing and distribution channels in the last 
few years (chart 2), new technologies have been adopted at each level 
of marketing. 

The modernization of processing, storage, and transportation sys- 
tems has moved at a rapid rate since 1947. New processing methods 
low-temperature storage houses, mechanically refrigerated cars and 
trucks, and automatic processing equipment were the cornerstones for 
the expansion of the frozen food industry. Similarly, new equipment 
was the basis for shifts to hydrocooling, vacuum cooling, homogeniza- 
tion, mechanization of handling operations and packaging. The in- 
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vestment capital to finance new food processing operations alone 
amounted to approximately $9.3 billion between 1947 and 1956, in- 
clusive as shown in chart 3. 

Mr. Anruso. That is shown on chart 3 ? 

Mr. DeLoacu. In this ease we have taken selected years : 1947, 1950, 
1954, 1955, and 1956. The 9.3 billion includes each year, 1947 through 
1956, inclusive. 

Mr. Herrmann. I might say, too, Mr. Chairman, that at this par- 
ticular stage the United States population is about 170 million people, 
and by 1975 the Department estimates that the population will be 
something in the vicinity of 210 million to 220 million. This means 
that the processing and distributing industry are going to have to 
invest a considerable sum of money during that particular period to 
take care of just the increasing population. 

Mr. Anruso. Mr. McIntire would like to ask you a question. 

Mr. McInvtre. In this capital investment in relation to these food- 
processing operations, would it be your opinion that they had simply 
kept up to their needs, or, I mean, was it a case of overbuilding beyond 
the needs currently in the market or are the facilities today in excess 
of what are being used virtually to capacity ? 

Mr. Herrmann. Mr. McIntire, we have no particular study in that 
area, but I would say that generally speaking facilities are not in 
excess of needs. In terms of modern facilities, as you know, consumers 
are now receiving much more in the way of service and better facilities, 
better lighting, air conditioning, parking space, and so on, That 
means that many of the old, obsolete facilities are going out and new 
facilities are coming in. 

Mr. McIntime. In relation to your observation on increased popula- 
tion, there is nothing in the present facilities which can absorb the 
additional volume, but must require additional facilities substantially / 

Mr. Herrmann. I would think so. 

Mr. Jounson. One question. How does this figure compare with 
the figure that the farmers have invested in capital investments all 
over the United States. How would that figure compare with what 
your food processor has invested ? 

Mr. Herrmann. Dr. DeLoach says this is a higher figure than the 
farmers invested in the last few years. 

Mr. Jounson. I know that the farmers’ investment is a higher 
figure, but tell us how much higher ? 

Mr. Herrmann. We would be very glad to put it in the record, Mr. 
Chairman. 

Mr. Jonson. I would like the figures for the record. 

(The information requested is as follows:) 


There are no comparable data available. However capital expenditures of 
ype 


all farmers averaged about $1.8 billion annually for 1947-52 and $612 milion for 
1953-56. 


Mr. Anruso. Thank you. 
Mr. Herrmann. New investments in storage and transportation 
facilities have taken place at a correspondingly rapid pace. 


CHANGES IN DISTRIBUTION SYSTEM 


New distribution methods and marketing organizations have been 
equally as dramatic and revolutionary as the changes in the physica! 
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handling and quality maintenance of food. The rapid spread of the 
supermarket and the growth of retail food chains have brought several 
major changes in the manner in which food is moved from the farm to 
the consumer. ‘The supermarket and chainstore-type operations have 
become increasingly important since World War II. They have 
almost completely transformed the shopping habits of American con- 
sumers. They also have had a distinct impact on the types and qualh- 
ties of products and the conditions under which farmers are able to 
market their products. Prepackaging became a necessity even before 
the major part of the prepackaging operation was shifted to the ship- 
ping and processing levels. This was necessary to utilize fully the 
basic advantages of self-service and reduce labor requirements in retail 
stores. 


RISE IN COST RATES AND INVESTMENT SHIFT EMPHASIS TO HIGH VOLUME 


With the development of large-volume operations requiring heavy 
investment, management became more conscious of costs and their 
effect on profits. Economies of scale became a major goal, particu- 
jJarly in processing plants, and in large-scale wholesale and retail out- 
lets. Because of the magnified effect on profits of minor savings per 
unit of product, the attainment of such economies encouraged close 
attention to all operating costs. The awareness of this cost problem, 
along with added requirements for reporting on income taxes, in- 
creased the need for accounting controls as a means of gaging the 
effectiveness of operating procedures. Cost-conscious managers faced 
with heavy overhead and higher labor rates are not now using every 
available means to increase sales and product turnover. 

Competition among processors, transportation agencies, wholesalers, 
and retailers is sufficiently keen to induce the use of modern business 
devices to maintain costs within a range to meet effectively the price 
and service competition for customers. While there are many thou- 
sands of low volume, high unit cost, retail stores and undoubtedly 
many processing plants with obsolete facilities and equipment, and 
low volume, the bulk of today’s food is processed and marketed 
through mass-type processing and distribution outlets. Associated 
adjustments in the food industry have affected the use of various 
marketing channels, the number and kinds of marketing services, 
pricing and promotional practices, and the ownership and control of 
processing and distribution facilities. 


MARKETING CHANNELS 


Direct sales of processed foods to retail outlets is increasing. The 
growth of the corporate chains, local chains, associated buying groups, 
and the large, independent supermarkets has tended to ‘displace the 
service-type wholesaler as the dominant influence in the food trade. 
Likewise, the sale of products direct by farmers to processing plants 
has increased. 

SERVICES 


Sales of food by retailers for credit has become far less important 
since 1940. Rapid developments in the prepackaging, precutting, 
and trimming of meats, vegetables, and many other food products 
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stimulated further the cash-and-carry, self-service type retail opera 
tions. No small item in the growth of the volume-type, self-service 
store in suburban areas is the availability of automobile parking 
space provided by retail merchants. 


LOCATION CONTROL 


Retail food stores and ——— plants no longer locate in the 
most available vacant building. Competition for sites is keen and 
the business of site selection has become increasingly important. 


STANDARDIZATION OF QUALITY 


The growth of the multiunit food retailer has made necessary the 
standardization of kinds, qualities, and prices of food items sold 
simultaneously in many units. Additional emphasis has been placed 
on standardization as a result of promotion of sales for all stores 
through media that cover large metropolitan areas. In order to 
obtain uniformity of product and prices large retail chains have 
frequently shifted to buying food on the basis of United States grades. 
Some firms have gone to a point of marketing only one of a range 
of United States grades, such as United States choice grade beef. 
When several large firms adopt a program of buying and selling only 
one grade of a fresh, perishable product it has a considerable impact 
on producers, other marketing firms, and consumers. 


OW NERSHIP OR CONTROL OF SUPPLY SOURCE 


Multiunit retailers who adopt a program of selling uniform quality 
products must assure Eeamatlven of a source of supply. With the 
large, national corporate food chains this is not easy. As a result 
such firms frequently have obtained control of feed lots, processing 
plants, and bakeries either through ownership or contractual arrange- 
ments. The adoption and promotion of the purchase and sale of 
fresh fruits, vegetables, and meats on the basis of United States 
grades is a means of diffusing the purchasing among a large group 
of smaller producers and processors who will offer products of a 
given Federal grade specification. This practice is causing some 
major adjustment in the meat and fruit and vegetable packing and 
wholesale businesses. 


GRADE AND PROPRIETARY VERSUS NATIONAL BRAND PROMOTION 


Price, service, and brand competition traditionally have been the 
modus operandi of the food business. This is changing. To the 
extent that consumers can and are willing to buy food on the basis 
of standard specifications, brand promotion becomes less effective as 
a guaranty of quality. Since consumers deal with retailers, they 
look to the retailer rather than the wholesaler or processor to guar- 
antee quality. Consequently, the mores and customs of the food trade 
are being shaken drastically. Customers are more and more being 
attracted into retail stores by convenience and service. It is under 
such circumstances that retailers, in particular, look for new promo- 
tional techniques to attract and keep customers. It was in such a 
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setting as this that the use of trading-stamp plans began to grow by 
leaps and bounds after 1953. 


HOW EFFICIENT IS THE FOOD MARKETING SYSTEM? 


A dynamic marketing system of which some facets were mentioned 
above has two basic jobs; namely, (1) to move goods physically from 
the producer to the consumer, and (2) to provide the mechanism 
for the successive transfer of ownership of the goods and for deter- 
mining the associated prices at which they will be sold. The first 
job deals with the physical problems of handling, storing, transport- 
ing, processing, and packaging. Food products vary from highly 
perishable i items, such as deciduous fruits, to the less perishable items, 
such as cereal and feed grains; and marketing methods must vary 
to correspond. Provision must be made to Error: or improve the 
quality of the different products. The second job deals with the 
conditions of sale and the manner in which title is passed from one 
owner to another. Inasmuch as the title to food products often 
changes hands many times in the marketing process, and in each in- 
stance the terms of sale include a payment in cash or its equivalent, 
there have been developed complicated mechanisms for arriving at 
food prices at each level of marketing and a very simple but often 
costly system for exchanging ownership. 

Because consumers come in contact with the marketing system 
daily they are conscious of changes in prices, services, and qualities 
of the food they buy. They have a right to know why prices go up 
or services and qualities are lowered. If retail prices are not lowered 
at times when farm prices are falling, consumers become intensely 
interested in the reasons for such price inflexibility. Producers must 
sell to processors and distributors under varying conditions of supply 
and demand. They likewise are conscious of price variations on their 
products, and they are especially concerned when rapid changes occur 
in prices they receive when similar adjustments have not taken place 
at the retail or wholesale levels. In effect each group is asking the 
same question : Is the marketing system doing its job efficiently in terms 
of services and costs ? 

Consumers have been spending about 25 percent of their disposable 
income for food over the past several years, as shown on chart 4. 

Mr. Anruso. Do you want to stop a minute to explain chart 4? 

Mr. Herrmann. Yes, sir. 

Mr. DeLoacn. Chart 4 shows graphically the situation with re- 
spect to the use of consumers’ disposable income. As you can see 
from the lower line, the proportion of this income spent for food has 
remained approximately the same for a number of years. The next 
group on the chart includes expenditures for non-food goods and 
services. ‘This is an important segment of the total consumer expendi- 
tures. It includes medical care, rent, fuel, and other items that enter 
into the household budget. 

The next one is savings. They were very high over here in the 
period 1940-46. They began to drop down, between 1946-49: then 
increased somewhat in the period 1950 to 1953, and now they are 
running at a somewhat higher rate than in 1953. 

laxes, as you see, have gone up right along. 
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Mr. Harrison. Does that income buy as much food today, percent- 
agewise, as it did in 1935 or 1940? 

Mr. DeLoacu. It would take only 17 percent, approximately, of 
the disposable income to pare hase the same amount and types of food 
today that were bought for 25 percent in 1940. 

Mr. Herrwann. Mr. Chairman, I believe we have a chart coming 
up a bit later that explains this fairly accurately. 

Mr. Anrvuso. Thank you. 

Mr. Herrmann. This constant rate of expenditure has been main- 
tained since 1947, even though consumers are eating more and better 
foods at home and are buying more meals in restaurants than in the 
pre-World War II period. A mere 17 percent of disposable income 
would suffice to buy the same quanitities and kinds of food per family 
that were bought in the late 1930’s. Food prices now average about 
the same as in 1951-52. They declined moderately from then until 
the middle of 1956 ae the earlier postwar upward trend was 
resumed, Measured in terms of the purchasing power of one hour 
of factory labor the prices on most major food items in 1956 were 
substantially lower than in 1929 or 1939 and slightly lower than in 
1955, charts 5 and 6. 

Mr. ANnruso. Now I think you might explain chart 5, which I think 
will answer Mr. Harrison’s question. 

Mr. DeLoacnu. We have listed on chart 5 eight items: bread, steaks, 
milk, butter, bacon, eggs, potatoes, and oranges. On the first 6 
items on the listing. vou will notice that the purchasing power of an 
hour of factory labor is larger than it was in any 1 of the years 
1929, 1939, and 1955. And for the two items, potatoes and oranges, the 
purchasing power in 1956 was lower than it was in 1955, but higher 
than it was in 1929 and 1939. 

Now chart 6, which is also mentioned by Dr. Herrmann, is Con- 
sumers Price Index Chart, which brings up the point mentioned in 
the previous statement. Trend of rent is up quite radically. Medical 
care, hospitalization, is up radically. The price of food—if there is 
any trend, it is a slight downward trend with a rise in 1956. 

Apparel is about the same level at present, 1957, as it was in 1951-52. 

This trend here on food and apparel is in marked contrast to the 
other cost-of-living items shown on the chart. 

Mr. Harrison. Living cost increases then are not reflected in the 
price of food, but rather in rent and medical care ? 

Mr. DrLoacn. Toa substantial extent they are causing the rise. 

Mr. Jounson. Is that because the farmers are taking less for their 
products, that you have been able to keep those latter two down ? 

Mr. DeLoacnu. The farmers’ share of the dollar that the consumer 
pays for food has been going down steadily since 1945. 

Mr. Jounson. If his price had been going up, like medical care, 
the line would be the same for him then, would it not? 

Mr. DeLoacu. I would say that a considerable share of the down- 
ward movement of food prices has been taken out of the farmers’ 
price. 

Mr. Anruso. Mr. McIntire. 

Mr. McIntire. In your item of rent, in calculating your consumer- 
price index, does that figure include investment in homes, or is it held 
entirely to rentals repor ted on tenant property ? 

Mr. DeLoacn. That item is held to rentals. 
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Mr. McIntire. Is held to rentals only ? 

Mr. DeLoacu. Yes. 

Mr. McIntire. And does not reflect privately owned homes and 
investments or carrying charges converted to monthly rental figures? 

Mr. DeLoacn. That is right. 

Mr. Anruso. Congressman Watts. 

Mr. Warts. I notice your chart shows that food prices held fairly 
level, or, there is a little decline. Do you have a chart that shows the 
relative trend of the cost of processing, packaging, transportation, and 
sales, as to whether or not that will show a level line? 

Mr. DeLoacu. That chart will come up in the course of the explana- 
tion that follows, sir. We do have a chart that fairly well covers that 
item. 

Mr. Anruso. You cover that, don’t you, Dr. Herrmann, in your 
testimony ? 

Mr. DeLoacn. It will be covered in subsequent testimony. 

Mr. Warrs. I am willing to wait and have an explanation at that 
time. 

Mr. Herrmann. Food prices tend to fluctuate more than most other 
commodity prices, particularly at the farm and wholesale levels. 
Prices tend to fluctuate more than costs. Upward swings in farm 
prices narrow marketing margins, while downward swings tend to 
widen margins unless the price movement is of a duration that retail 
prices are adjusted to the new farm and wholesale prices. 

Since World War II there have been very sharp downswings on a 
number of farm products without a corresponding number of up- 
swings to balance out. It is because of this situation, combined with 
a continuing upward movement in farm production costs that farmers 
are critically examining the marketing system as a possible source of 
relief from the farm cost-price squeeze. 

The Department has directed considerable research effort to this 
subject in the last 2 years. Farmers and consumers tend to compare 
retail prices with farm prices. The spread between the two prices 
(allowing for adjustments to get comparability) is the marketing 
margin. Another comparison is to divide the retail food dollar be- 
tween the farmer and marketing agencies in terms of the farmer’s share 
and the marketing margin in percentage terms. 

In addition to data on around 49 individual commodities, the De- 
partment maintains a composite statistical series based on the farm 
food market basket—the average quantities of farm food purchased 
per urban wage and clerical worker family in 1952. Figures are pub- 
lished on the retail cost of the market basket, the payments to farmers 
for equivalent quantities of farm food (minus the imputed value of by- 
products obtained in processing) the difference between the two pre- 
ceding figures, and the percentage of the retail cost going to the 
farmer. 

The farmer’s share hit a post-World War IT high of 53 percent in 
1945 as shown on chart 7. 

Mr. Anruso. Let’s have an explanation of chart No. 7? 

Mr. DeLoacu. This is a chart showing the farmer’s share and the 
marketing margin of the retail food dollar. You will find here that 
the black line is the marketing margin, and the dotted line is the 
farmer's share of the dollar that the consumer pays for food at the 
retail level. ‘The trend, as you can see, is definitely downward. 
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Mr. Dixon. May I ask a question? 

Mr, Anruso. Yes. 

Mr. Dixon. How do you account for the fact that the margin is 
exactly the same and the farmer’s share is exactly the same in 1940 as 
it is in 1956? 

Mr. DeLoacu. This is a coincidence. .Prices were higher in 1956 
than in 1940. Even though the 1956 farmer’s share was the same as 
1940 he was getting more money for his products. It appears that the 
farmer has taken a disproportionate share of the decline in food prices 
that occurred between 1952 and mid-1956 when food prices again 
started to rise. The crux of the problem is that farmers frequently 
produce food in excess of market requirements. This weakens their 
bargaining power in the market place, because food processors and 
distributors try to buy a: prices that will permit them to maintain their 
margins even though consumers prices have to be lowered. 

Mr. Drxon. I suppose in 1945 the margin was not increased because 
prices were pegged ? 

Mr. DeLoacu. Our figures are never too good in those war years, 
but the best we have would indicate that the farmer’s share was con- 
siderably higher. It was primarily a situation where food supplies 
were in heavy demand, and the farmers were selling everything they 
had to sell. And also the prices at the retail level were fixed by your 
OPA regulations. 

Mr. Anruso. C ongressman Watts. 

Mr. Watts. Take your 1940 column, and the farmer got 40 cents 
out of each dollar and the marketing service got 60 cents. And in 
1956, you find the same situation. Do you have any figures which 
show what part of that 60 cents in 1940 represented ‘actual cost and 
what part represented profits, and the same figures for 19464 

Mr. DeLoacn. Yes, that will come up a little later, too. 

I think probably, Dr. Herrmann, we might just as well turn over 
to this chart for a moment. 

In other words, here is the chart that has been of some interest to 
you. We must have anticipated your need in this case. 

Mr. Warts. I want to know the cut of profit, if you will let me use 
that expression, in 1940 out of the 60 cents, what relationship it bears 
to the profit of the 60 cents in 1956? 

Mr. DeLoacu. About the same relationship. 

Mr. Warts. About the same relationship ? 

Mr. DeLoacu. Yes, about the same relationship as indicated here. 
Probably, if anything, profits in 1940 were a little bit higher on a 
percentage basis than 1955. 

Mr. Warts. Now the living cost has gone up considerably, and so has 
transportation cost and others. 

Mr. DeLoacu. In other words, here are your large items: Trans- 
portation and other costs, including materials and supplies. 

Mr. Warrts. I guess that other includes advertising, too, doesn’t it? 

Mr. DeLoacn. Yes, promotional activity. But the interesting as- 
pect of this whole deal is that these items, in the main, are made up 
of labor. That is, labor costs are diffused entirely through your 
transportation system, they account for a sizable part of the total 
costs of materials and supplies. 
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Mr. Anruso. While you are speaking of labor costs, isn’t it true 
that labor costs in other industries have risen higher than in the 
food industry ? 

Mr. Herrmann. That is right. We cover that a little later in our 
testimony. 

Mr. Anruso. All right. In other words, whatever we want, you 
have? [ Laughter. | 

Mr. Herrmann. | am not toosure. 

Mr. AnFuso. Very good, thank you. 

All right, you may proceed. 

Mr. Herrmann. B sy 1956 it had dropped to 40 percent, which cor- 
responds to the 1935-39 average. The share increased slightly during 
the first 4 months of 1957. 

It must be recognized that the farmer’s share is a percentage of a 
retail price; it does not in any sense reflect net return in terms of 
dollars nor does it disclose any relationship between farm production 
costs and selling prices. This type of information can be obtained 
only through studies of processing and distribution costs. Overtime, 
margins, and farmer’s share data reflect changes taking place in the 
marketing system; on the other hand, they do not explain such 
changes. 

The farmer’s share data show variations in the amounts going to 
farmers by types of food products as shown in table 1 

(The table referred to is as follows :) 


TABLE 1.—Variations in farmer’s shares by type of food product, average 1952-56 


ay elo ote 






Type of product } Farmer’s || I'ype of product Farmer’s 
share | share 
i 
| | 
Percent 
Unprocessed foods, animal products:! | Percent | Lard 2 44 
Fggs - | 69 Ice cream : 19 
Beef, Choice grade | 65 Processed foods, crops 
Chickens, frying a | 60 Peanut butter 3 AQ 
Lamb... : | 59 Vegetable shortening. - 37 
Pork (retail cuts) ---- | 58 Margarine 31 
Unprocessed foods, crops | Salad dressing 23 
Beans, dried... 46 Flonr, white : 39 
Apples : 43 Cornmeal 27 
Potatoes. __. 39 Rolled oats___. ‘ 26 
Lettuce. _- | 38 Bread, white - 19 
Onions - cm 36 Crackers, soda e 115 
Tomatoes ; 36 Corn flakes 15 
Prunes - 35 Corn sirup 115 
Oranges i 30 Orange juice concentrate, frozen 31 
Lemons. 29 Straw berries, frozen i 26 
Grapefruit... 18 Beans, green, frozen 1 20 
Processed foods, animal products: ! Peaches, canned ‘3 18 
Butter 71 Tomatoes, canned 7 17 
Cheese, American process 52 Peas, frozen 16 
Milk, fluid. 47 Sugar, beet... : 46 
Milk, evaporated - _- - 46 


1 Same processing is involved for almost all animal products. However, the kinds and grades of meat 
listed here are sold mostly in fresh form in contrast to canned and processed products derived mostly from 
other kinds and grades of meat. 
2 Rough estimates, based on value of live hog imputed to lard in calculating byproduct value for pork 
3 4-year average, 1953-56. 


Note.— Data revised May 1957. 


Mr. Herrmann. Generally, the farmer gets a smaller share of the 
consumer’s dollar for highly processed items than for unprocessed 
items. Citrus fruit has been an exception for several years. The 
relative importance of the commodity groups is shown in chart 8. 

92495—57—pt. 1——2 
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This chart 8, I think, illustrates pretty well what we have said in the 
text. This chart does not include the marketing costs of foods sold in 
restaurants. Changes in the annual average retail cost, farm value, 
marketing margin, and farmer’s share for market basket. food groups 
for 1955 and 1956 are shown in table 2. 

(The table referred to is as follows :) 


TABLE 2.—The market basket of farm food products; Annual average retail cost, 
farm value, marketing margin, and farmer’s share, 1955 and 1956 


Change, 1956 from 1955 
































Commodity 12-month Pee bt “ae 
average, 1955 | average, 1956 | aE 
| Actual Percentage 
Retail cost 
i an8k Sok do icvapubedeincubatecuta $974. 94 $975. s7| +$0. 93 (’) 
as ue nenipna onl uueuien — ~ 
Meat products. .\.....-.. 2-222 22L...- 246, 42 237.65 | —8.77 oni 
RE on . ccinccmeuneneo an 181. 26 185. 51 +4, 25 +2 
ren WN no on ci Lec euee 104. 88 99, 29 | —5. 59 —5 
Bakery and cereal products _-_-__------- 150. 00 150. 72 | +.72 0) 
All fruits and vegetables __-__.-.....--- 208. 18 217. 69 +9. 51 +-5 
eee ee ee ee eee 42. 86 43. 42 +. 56 +1 
Miscellaneous produce Se cence ec oaks 41. 34 41. 59 +-. 25 +1 
Farm value 
NN se og ee ee $395. 52 _ $390. 25 | —$5. 27 ~1 
I sate ciate 132. 23 124 63 —7. 60 —6 
ROO PI ce piwnnnwnsencuaca 83. 00 85. 50 +2. 50 +3 
Poultry 0 ES Sees 68, 88 61.81 | —ToOr | —10 
Bakery and cereal products _- at 30. 96 30. 84 | —.12 |} (!) 
All fruits and vegetables__-_--- 60. 70 66. 08 +5, 38 | +9 
Fats and oils_._- danse 12. 89 14, 49 | +1. 60 +12 
Miscellaneous products- 6. 86 6. 90 +. 04 +) 
ae oak 
Marketing margin 
PROG DUR aires ce cien sess Sd S wana. $579. 42 | $585. 62 | +$6. 20 +1 
Meat products..............--.-- — 114.19 | 113.02 —1.17 ~1 
ORY MPOOTOM... .. cack sn ccucwce paal 98. 26 | 100. 01 | +-1.75 +2 
P oultry and eggs___ haha in eeu 36. 00 37. 48 +1. 48 +4 
Bakery and cereal products - : 3a | 119. 04 119. 88 | +-. 84 +4 
All fruits and vegetables __~.__- 147. 48 151. 61 +4.13 +3 
Fats and oils- ina 29.97 | 28. 93 1.04 ~% 
Miscellaneous pr roducts__-...--- ; 34. 48 | 34. 69 21 +1 
| Farmer’s share of retail cost (percent) 
ey INE farts chcccheentabiey onntveneeanc | 41 40) -1 
Dioat SrOagwets.......0256c005056- 54 52 2 
Dairy products_- ; : | 46 | 46 0 
Poultry and eggs 66 62 —4 
Bs akery and cereal prod ucts . 21 20 l 
All fruits and vegetables 29 30 +1 
Fats and oils = 30 33 +3 
Miscellaneous products | 17 17 0 


1 Less than 0.5 percent. 


Mr. Herrmann. 


The total bill for marketing farm food products 


rose from $9 billion in 1940 to $34 billion in 1956, as shown in chart 9. 


Mr. 


don’t you? 
Mr. Herrmann. I think a portion of it is explained. 


Anruso. You may continue. 


You explain it in your testimony, 
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There are several factors accounting for the $25 billion increase 
shown in chart 10. The volume of food marketed rose about 50 per- 
cent—enough to inerease the $9 billion bill by $4.5 billion. The gen- 
eral rise in all prices since 1940 is reflected by a 110 percent, or an 
additional $14.5 billion increase in marketing costs. At the 1956 cost 
level, the bill for marketing the 1956 volume of food would amount 
to $28 billion provided marketing services had remained at their 1940 
level. 

However, many new services have been added since 1940. These 
added services cost about $6 billion more making a total of $34 billion 
in 1956. These added services included more ‘packaging ; more and 
different processing, and more meals bought in restaurants, all of 
which adds to labor, supplies, and other ‘costs incurred in moving 
food from the farm to the consumer. 

Undoubtedly, the costs of added services were offset, in part, by a 
reduction in waste, spoilage, and shipping costs in addition to econ- 
omies associated w ith high-volume operations. 

Chart 11 breaks down the food marketing bill between several 
major cost items for the period 1939 through 1955. Although there 
have been some adjustments in the cost structure, the pattern of costs 
has not varied greatly throughout the 16 years. In 1955 labor ac- 
counted for 47 percent of the costs, transportation and associated 
charges 13 percent, corporate profits (before taxes) 6 percent, and 
materials and other costs and noncorporate profits 34 percent. 

The cost of labor engaged in marketing food has risen each year 
since 1940. This increase reflects expansion in quantity of products 
marketed, addition of marketing services per unit of products, and the 
general rise in wages and nonwage payroll costs throughout the 
economy during World War II and postwar years. 

The trend in the number of persons engaged in marketing farm- 
produced foods has been generally upward since 1940, with a slight 
decrease during World War II. The number of persons engaged in 
food marketing, estimated on a full-time equivalent basis, was 5.2 mil- 
lion in 1956, approximately 33 percent more than in 1940. The cost 
of labor amounted to an estimated $18.3 billion in 1956—an increase of 
about 273 percent over the labor cost for marketing farm-produced 
foods in 1940. 

Mr. Drxon. Mr. Chairman ? 

Mr. AnFruso. Yes. 

Mr. Drxon. The increased number of people employed for market- 
ing is 33 percent, you say. Now in the production of these commodi- 
ties, I think we see quite a drop. Don’t we have—what about that, 
Dr. Wilcox—about a fourth or a third less people engaged in the 
production of farm commodities than we did in 1940 ? 

Mr. Witcox. About a fourth. 

Mr. Drxon. About a fourth. So that shows the production effi- 
ciency has been far more efficient than marketing efficiency, is that 
correct ¢ 

Mr. Herrmann. I would not say that is necessarily true. I do not 
believe that they are comparable. It is true, of course, that farm 
production has gone up to a very marked extent since 1940 and the 
number of workers on farms has gone down very rapidly. F arme rs 
are producing about the same kind of a product they did i in 1940, that 
is, cotton, corn, wheat, and so forth. 








P ; 
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On the other hand, there has been an increasing volume of business 
in the distributive trades and in processing, and there has been in- 
creased employment in that area. But also, they are performing 
much more in the way of services than they did back in 1940. In 
other words, we now have a lot of built-in maid service and many 
other things tied into the distributive system that were not there in 
1940. Sothe two are not entirely comparable. 

Mr. Drxon. I would like to say for the record, that this points out 
the fact that our farmers are not as inefficient as many people would 
make them out to be. 

Mr. Awnruso. As a fellow farmer, I would agree with you. 
[ Laughter. | 

Mr. Harrison. Might I make this observation—— 

Mr. Anruso. Yes, Mr. Harrison. 

Mr. Harrison. On page 13: 

The number of persons engaged in food marketing, estimated on a full-time 
equivalent basis, was 5.2 million in 1956, approximately 33 percent more than 
in 1940. The cost of labor amounted to an estimated $18.3 billion in 1956—an 
increase of about 273 percent * * * 
| There is an increase in the number of persons engaged in food 
marketing of about 33 percent, an increase of cost of 23. percent, all 
of which is an increase in labor cost I take it ? 

Mr. Herrmann. That is right, you have associated with that a 
number of items. There are, of course, an increased number of 
workers, an increase in wages 

Mr. Harrison. An increased number of workers of 33 percent. 

Mr. Drxon. You have the increase in wages, you have the increase 
in fringe benefits, you have shorter hours of labor. And all of those 
things, I believe, put together point in the direction of this particular 
increase in cost of 273 percent. 

Mr. Harrison. That is quite an increase in labor cost. That is the 
thing I am trying to point out. The labor costs probably provide the 
greatest increase 

Mr. Herrmann. We have, Mr. Harrison, a further explanation of 
the labor item as we go along here. Maybe we can clear up part of the 
question later. 

The increase in labor costs has been affected most by increases in 
wage rates and other payroll costs which have been part of the general 
rise in costs and prices throughout the economy since World War II. 
Average hourly earnings of employees of farm marketing firms, ex- 
cluding transportation, were $1.82 in 1956. This contrasts with aver- 
age hourly earnings of 61 cents for these workers in 1940. 

Federal and, in some instances, State legislation establishing mini- 
mum wage levels may have contributed in part to this increase. In 
addition, expanding coverage and provisions of collective-bargaining 
agreements between unions and management in the processing, whole- 
saling, and retailing industries has no doubt contributed to increasing 

yage rates as well as nonwage labor costs. 

Even so, year-to-year increases in average hourly earnings of em- 
ployees in food manufacturing generally have been smaller since 1940 
than those for all manufacturing employees. Annual increases since 
1940 for retail food store employees have been about the same as the 
average for all employees in retail trade. 
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Fringe benefits, which became important during World War II, 
have increased in amount, and the practice has spread to an increasing 
number of firms. Various supplements to wages and salaries, associ- 
ated with social security and welfare, now amount to about 7 percent 
of wages and salaries. Additional employee benefits, including paid 
vacations, holidays, bonuses, and profit-sharing plans bring the total 
of fringe benefits to as much as 20 percent of the payroll for some 
firms. 

Payroll increases, of course, have been a factor in expanding con- 
sumer incomes, and hence their purchasing power for food. 

Because of increased output per man-hour of labor, labor cost per 
unit has not increased as much as wage rates and other payroll costs. 
From 1940 through 1956, per unit labor cost has been increased about 
140 percent. 

Transportation rates have increased steadily since 1945 following 
the freeze during World War II. In general, however, rates have 
paralleled other marketing charges, as shown in chart 12. 

Since transportation tends to reflect changes in labor rates, along 
with increasing costs for operating materials and equipment, the only 
likely way to lower transportation charges or to halt their rise would 
be through the introduction of added efficiencies into the system. In- 
stitutional arrangements may be a restrictive element to any rapid 
increase in operating efficiency. 

Mr. Anrvuso. Just 1 minute, please. 

Mr. McIntire. Might I ask a question right there, Mr. Chairman ? 

Mr. Anruso. Mr. McIntire. 

Mr. McIntire. Perhaps you will explain it later on, but what do 
you mean by “institutional arrangements may be a restrictive 
element” ? 

Mr. DeLoacu. Institutional arrangements, Mr. Cliairman, refer to 
various contractual arrangements that have been made between the 
employer and employee, as well as custom and convenience that are 
inherent in a system that has been operating as long as the railroad 
system has in this country. 

Mr. McIntire. Thank you. 

Mr. Herrmann. Corporate profits before taxes in 1955 were about 
6 percent of the total marketing bill for farm-food products. After 
taxes they amounted to about 3 percent of the marketing bill. The 
part of the marketing bill represented by corporate profits before 
taxes has ranged from less than 5 percent before World War II to a 
peak of almost 11 percent in 1946. After taxes they have ranged 
from 2.5 percent in 1952 to more than 6 percent in 1946. 

Total profits before taxes of a group of large food processors, 
wholesale distributors, and retail food chains have grown substantially 
since 1945. Larger total profits in recent years can be explained 
primarily by the increased volume of food ‘sales handled by these 
firms. Their profits as a percentage of sales are lower than in 1945 
and 1946. 

In the economic sense, ratio of profits to sales is not as important 
a measure of profitability as return on investment. The latter ratio 
measures the earning power of that part of the total investment in 
which the stockholder has an interest. Profits of food-marketing 
firms in relation to invested capital are higher than profit ratio on 
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sales; however, earnings on invested capital of food manufacturers 
generally are lower than for most other manufacturing groups. 

In 1955, net profits (after taxes) as percentage of net worth for 
food-processing groups, ranged between 6 and 12 percent; for all 
manufacturing net profits averaged 15 percent of net w orth. 

Mr. Anruso. Dr. Herrmann, may I interrupt for a minute to ask 
you this question: What was the net profit, as a percentage of net 
worth, for food-processing groups before taxes 

Mr. Herrmann. The figure we had up here before us was about 6 
percent. Isthat correct, Mr. DeLoach ? 

Mr. DeLoacu. Yes; and it also is given in the statement that you 
made just before. In other words, before World War II, the part of 
the marketing bill represented by corporate profits before taxes 
ranged from less than 5 percent before World War II to a peak of 
almost 11 percent in 1946. 

Is that the question you asked ? 

Mr. Anruso. That is correct. 

Mr. Drxon. May I ask a question ? 

Mr. Anruso. Yes, Dr. Dixon. 

Mr. Dixon. Do not the packers usually publish their profits in 
terms of ratio of profits to volume of sales, rather than to total assets ? 

Mr. Herrmann. I am not entirely familiar with how they put out 
their statements, but I suppose their balance sheets and operating state- 
ments are usually public information. You will therefore know in 
general terms the answer to the second part of your question. But 
I know that food distributors generally mostly talk in terms of a 
percentage of a dollar of sales. That is quite a commonly used term. 

Mr. Drxon. Well those figures are deceptive to the public? 

Mr. Herrmann. They mean different things. To the stockholder 
who has an investment in a particular firm, percentage of dollar of 
sales does not mean very much. But return on invested capital is 
the thing that he is particularly interested in. They are two entirely 
different categories. They are used for different purposes. 

Mr. Dixon. Yes. But I would like to see some sort of study to show 
just how these corporations reveal to the public their net profit. In 
other words to see the frequency with which they put this ratio of 
net profits to sales rather than to their total assets. And I think it 
would be revealing, then, if you could take a survey of the public to 
see their concept of the earnings reported. 

Mr. Anruso. I think that that would be helpful. 

Mr. Dixon. Thank you. 

Mr. Herrmann. Mr. Chairman, the foregoing discussion of food 
price trends is necessarily brief. Furthermore, we have tried not to 
duplicate the material which the subcommittee included in its first 
release which stressed the difference in the postwar trends between 
prices to farmers and marketing costs. The information we have 
presented is based on the research findings of the Department over a 
number of years. Particular use was made of the special marketing 
research reports published during 1955, 1956, and 1957. 

Mr. Chairman, I have here an illustration of our work in this pile 
of published material before me. It is listed, as you will notice, in 
the last pages of the testimony. The listing gives the titles and the 
dates on which they were released. It covers all the work that we 
have published since January 1955. 





FOOD COST TRENDS 1 


© 


Mr. Anruso. They will be be considered as part of the record. 
(The material referred to is as follows:) 


PUBLICATIONS ISSUED SINCE JANUARY 1955 


Vegetable Prices and Marketing Procedures, North Carolina State College in co- 
operation with AMS, North Carolina Information Series No. 38, January 1955 

Costs of Storing Reserve Stocks of Corn in Country Elevators, at Bin Sites, and 
Other Factors, AMS, Marketing Research Report No. 79, February 1955 

Prices and Other Payments for Milk by Manufacturers in Kansas, Missouri, and 
Oklahoma Markets, AMS, Marketing Research Report No. 81, March 1955 

The Changing Pattern of Capital Expenditures in the Feed-Milling Industry, 
AMS, AMS-—54, June 1955 

Costs of Storing Reserve Stocks of Corn in Country Elevators, at Bin Sites, and 
on Farms, AMS, Marketing Research Report No. 93, June 1955 

Regulations Affecting the Movement and Merchandising of Milk, AMS, Marketing 
Research Report No. 98, June 1955 

Price Risks for Cotton and Cotton Products and Means of Reducing Them, 
USDA, Technical Bulletin No. 1119, July 1955 

Inventory Policies of Feed Mills, USDA, AMS—70, September 1955 

Efficiency in Fruit Marketing: Economies of Scale in Pear Packing, California 
Agricultural Experiment Station Mimeographed Report No. 181, October 1955 

Milk Control Programs of the Northeastern States—Part 2, Cornell Bulletin 918, 
November 1955 

Costs and Efficiency in Field Packing Western Head Lettuce, California Agri- 
cultural Experiment Station Mimeographed Report No. 183, December 1955 

Marketing Costs for Food, AMS, Miscellaneous Publication No. 708, December 
1955 

The Pricing of Cigarette Tobaccos—A Study of the Process of Price Development 
in the Flue-cured and Burley Auction Markets, University of Florida Press, 
Gainesville, 1955 

Beef Marketing Margins and Costs, AMS, Miscellaneous Publication No. 710, 
February 1956 

Marketing Margins for White Bread, USDA, Miscellaneous Publication No. 712, 
March 1956 

Pork Marketing Margins and Costs, USDA, Miscellaneous Publication No. 711, 
April 1956 

Margins and Costs in Marketing Florida Sweet Corn, USDA, Miscellaneous Pub- 
lication No. 719, April 1956 

Costs and Efficiency in Packer Supply Operations for Fresh Table Grapes, Cali- 
fornia Agricultural Experiment Station Report No. 187, July 1956 

Economic Efficiency in Plant Operations with Special Reference to the Marketing 
of California Pears, University of California, HILGARDIA, Volume 24, No. 19, 
July 1956 

Changing Patterns in Fluid Milk Distribution, AMS, Marketing Research Report 
No. 135, August 1956 

Marketing Costs and Margins for Fresh Milk, USDA, Miscellaneous Publication 
No. 735, October 1956 

Marketing Tree Nuts—Trends and Prospects, AMS, Marketing Research Report 
No. 139, October 1956 

Marketing Sugar Beets, AMS, AMS No. 137, November 1956 

Food Transportation and What It Costs Us, USDA, Miscellaneous Publication 
No. 738, November 1956 

Do Trading Stamps Affect Food Costs? AMS, Marketing Research Report No. 
147, January 1957 

Price Risks for Wool and Wool Products and Means of Reducing Them, USDA, 
Technical Bulletin No. 1163, January 1957 

Transportation in Marketing Molasses for Feed, AMS, Marketing Research Re- 
port No. 149, January 1957 

Losses from Quality Deterioration and Shrinkage for Corn Resealed on Iowa 
Farms, AMS-166, March 1957 

Pricing Eggs in Los Angeles, AMS, Marketing Research Report No. 161, April 
1957 

Lamb Marketing Costs and Margins, AMS, Marketing Research Report No. 159, 
April 1957 

Hundredweight or Bushel as a Trading Unit for Grain, AMS, Marketing Research 
Report No. 168, April 1957 
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Milk Distributors Sales and Costs, July-September 1956, AMS-—180, April 1957 
Trading Stamps and the Consumer’s Food Bill, AMS, Marketing Research Report 
No. 169, May 1957 


REPORTS ISSUED IN OTHER PUBLICATIONS 


Farmer Gets Less of Food Dollar, Agricultural Situation, February 1956 
Dairy Marketing Margins, Agricultural Situation, March 1956 

Beef Marketing Margins, Agricultural Situation, March 1956 

What’s the Price Spread Between What the Farmer Gets for Beef and What 

Consumers Pay for It? Agricultural Situation, March 1956 
Who Gets the Steer Money? Agricultural Situation, April 1956 
Who Gets the Money? (Pork Marketing Margins), Agricultural Situation, 

May 1956 
What Every Hog Producer Should Watch For, Agricultural Situation, June 

1956 
Marketing Margins are Wider for Beef and Pork, Marketing Activities, April 

1956 
Marketing Margins for White Bread, Marketing Activities, May 1956 
Trends in the Cost of Labor in Marketing Farm Products, The Marketing and 

Transportation Situation, April 1956 
Marketing Margins for Turkeys, The Marketing and Transportation Situation, 

April 1956 
1957 Outlook Issue, The Marketing and Transportation Situation, October 1956 
Marketing Costs for Fresh Milk, Agricultural Marketing, November 1956 
Who Gets the Money for Eggs, Agricultural Marketing, November 1956 
Use of Trading Stamps in Marketing Food, Agricultural Marketing, January 

1957 
Trends in Marketing Costs, Agricultural Marketing, January 1957 

Mr. Herrmann. You and members of the Consumers Study Sub- 
committee recognize the dynamic character of the problems of food 
marketing and the need for reliable information on the changes 
taking place in food marketing costs and practices. The Department 
believes that an understanding of how our marketing system operates 
and how it adjusts itself to changes in products, production, and 
processing, as well as consumer buying practices, is the key to a more 
efficient system. The Department’s marketing research and service 
programs exist to provide information and services that will help 
farmers, marketing agencies, and consumers make decisions regarding 
buying, selling, and handling of food. 

The Department believes that there is a growing need and demand 
for more adequate current statistics on market supplies, product 
movement, practices, margins, and costs as an aid to producers, market- 
ing agencies, consumers, and policymakers who must make prompt 
adjustments to price and supply changes. 

It is evident, however, that a statistical record of change is not an 
explanation of the reasons for the impact of change. Therefore, it 
is important that we continue our marketing resources more effectively 
and to find new and improved technologies and products. 

Mr. Anruso. May I interrupt you for just a moment, please? 

We have a considerable number of young people here, and I know 
that the members of this committee are all interested in the future 
prices for future citizens, and are future husbands and wives. 

Mr. Jounson. I would like to introduce this group to you. They 
are. a group from the Ninth District of Wisconsin, from Plum City. 
They have only a few minutes to visit the committee. I told them 
to come in quietly, and I want to compliment them. I have seen a lot 
of children come into these meetings before, and I think this group 
came in about the quietest of any group that has ever come in, 

Mr. Anruso. I must say they have been very quiet. 
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Mr. Jounson. There is one question [I would like to ask you at this 
time, going back to page 11 of your testimony. As I remember, 
wasn’t the exc use, when they started packaging all these different 
food items, that it was going to be cheaper for the consumer because 
in that way the clerk hire would be less? Wasn’t that the excuse 
to start with when all this packaging started ? 

As you remember back, not from statistics, but as you remember 
back through your own life, when they started this package move- 
ment, some 20 to 25 years ago, wasn’t that the excuse, it was going 
to make the thing cheaper for the consumer because there would be 
less clerk hire, the retail merchant would have less expense, and 
handling charges would be down ? 

Now I note in your testimony on page 11 that is one of the excuses 
for the rise. 

Mr. Tretoean. I do not think there is any one element that can be 
identified as the reason for the beginning of prepackaging of food. 
I think convenience and sanitation were things that were quite as 
important as cost. 

You may recall in the retail store how they used to cut and wrap 
butter and lard. Then the old Blue Valley butter carton and similar 
cartons for lard came out. I do not think at that time they argued 
that packaged butter was cheaper, I think they argued it was a more 
attractive product to the consumer. When such packages first ap- 
peared, they certainly did not reduce the labor by permitting self- 
service because in those days we did not have self-service in retail 
stores. I think the saving that came from self-service in retail stores 
happened afterward. After the fact that lots of food products were 
being packaged rather than before. 

Mr. Jounson. Well when your chain stores started, though, with 
your self-service it was originally te cut down on labor costs? 

Mr. Tretocan. They did, there is no question about it. And the 
fact that the packaging was available made it possible for them to 
progress in that direction. 

Mr. Anruso. Thank you, Congressman Johnson. 

I must say for the record that while Congressman Johnson is not 
a member of this particular subcommittee, he seems to attend all 
subcommittee meetings, and he shows a very active interest in all work 
of this committee, and he is a great Congressman. 

Mr. Jonnson. Thank you, Congressman Anfuso. I attend if I 
have the time. 

Mr. Anruso. Will you complete your statement, Dr. Herrmann ‘¢ 

Mr. Herrmann. In order to reap the full advantage of our pro- 
ductive power we must expand our efforts to increase the effectiveness 
and efficiency of our marketing system. Improvements in marketing 
may be possible in three ways. They may center around (1) changes 
in the quality of products and services, (2) more efficient methods of 
handling materials and products, and (3) improved merchandising, 
including better pricing practices. 

Research is needed to aid management particularly small manage- 
ment, in adjusting to changes and in initiating changes in some of 
these areas. 

There are many areas where fruitful and meaningful results could 
be obtained through additional marketing research. These would 
include : 
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(a) Studies of the economic developments associated with the in- 
tegration of food retailing organizations. Particular attention should 
be, given to underlying factors causing such adjustments and the im- 
pact of such changes on producers, processors, distributors, and 
consumers. Collective bargaining, taxation policy, technology, mass- 
marketing techniques, and the effects of grading and standardizing 
food and fibers at each level in the marketing process deserve speci: al 
consideration. 

(6) Studies of the adaptability and adequacy of marketing facili- 
ties and outlets to serve small-scale farmers, as well as studies of the 
ee: of various forms of business organizations, are badly 
neede 

(c) Studies of the impact of laws and regulations affecting the 
use of processing and marketing resources should be undertaken for 
the purpose of learning the economic response to each type of regula- 
tion at each level in the marketing process. 

(d) Studies of the effects of public and industrywide commodity 
promotional programs on producers of farm products, stressing par- 
ticularly those programs that are financed with deductions from the 
producer’s receipts in order to conduct general promotional activities. 

(e) Studies of the pricing system for food and the extent to which 
it is facilitating or restricting the sales. 

It is our understanding that the Consumers Study Subcommittee 
will develop more detailed information on a number of points related 
to prices and marketing costs during its subsequent hearings. ‘The 
Department will be happy to contribute information whenever pos- 
sible. The fact that the committee has undertaken an inquiry of 
this type is testimony to its recognition of the magnitude and the 
significance of the problem of food-marketing costs. We are sure 
that a considerable part of the information that will be useful to 
the committee will be contributed by business people who are in- 
volved in the processing, transporting, and distribution of farm 
products. These groups have been especially helpful to the Depart- 
ment in its marketing research studies, the success of which was so 
dependent upon the submission of confidential information on a 
voluntary basis. The willingness of business people to make available 
their records and data for “analysis and study has been especially 
gratifying to us. It reflects the interest those engaged in assembling, 
processing, storing, and distributing foods have in obt: aining analyses 
that may provide useful guides for decision- making in an evolving 
marketing pattern. 

Mr. Anruso. Dr. Herrmann, we wish to thank you on behalf of the 
entire committee, you and the Department of Agriculture for your 
splendid cooperation. Much has been done so far in this field’ and 
much more will be accomplished in the future, I am sure. 

Now might I ask you, please, to go back to page 15 of your state 
ment where you speak about profit. What I would like particularly 
to know is the profit before taxes. 

Mr. Herrmann. [ think that is on one of these charts. 

Mr. DeLoacu. Yes. This chart, Mr. Chairman, Farm Food Mar- 
keting Bill, is a chart showing profit before taxes and in this in- 
stance you get an indication of change over time and also a reflection of 
the averages, which range between 5 and 11 percent in the period since 
1940. 
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Mr. Anrvuso. This is before taxes? 

Mr. DeLoacu. This is before taxes. May I go just one step further, 
Mr. Chairman? 

Mr. Anruso. Yes. 

Mr. DeLoacu. If I can indicate to you graphically about what such 
a change would be after taxes, I think you can see it plainly. ‘This 
line [indicating] would be approxim: itely one-half as high as it is here 
[indicating]; of course, that is just an approximation, but it shows 
the situation fairly w ell. 

Mr. Dixon. You have figures to show the ratio of profit to sales and 
you say that is not a good index and so you do not apply it. I com- 
pliment you on supplying a real index. But I would like to see the dif- 
ference in the profit, because the ratio of profit to sales is usually what 
is put out to the public. 

Mr. Anruso. Can you answer that question ? 

Mr. DeLoacu. We have published the figure you asked for, Dr. 
Dixon, in a little bulletin, Miscellaneous Publication 708, which I 
have here and which I will hand you. This chart here [indicating] 
indicates the trend, it indicates the profits on the basis of the per- 
centage based on sales and the one here on the right is in terms of 
investment. 

Mr. Dixon. The percent of sales before taxes—— 

Mr. DeLoaci. The one on the right gives you the total profits. 

Mr. Dixon. Suppose you interpret this for us, will you please ? 

Mr. DeLoacn. All right, I will be glad to do that. 

I have handed Dr. Dixon this chart which is in Miscellaneous Pub- 
lication No. 708, published by the United States Department of Agri- 
culture in December 1955. 

There are two parts to this chart. One part shows the percentage of 
profit on sales for processors, wholesalers, and retailers by years be- 
ginning in 1945 and ending in 1954. 

Mr. Drxon. Before taxes? 

Mr. DeLoacu. Before taxes. And profits as a percentage of the 
sales dollar have been going down gradually since 1945, which is the 
beginning date of the chart. The second part of this chart 

Mr. Dixon. Would you mind telling us what it was for the whole- 
saler and processor in 1955, or does that show on the chart? 

Mr. DeLoacn. The average profit per sales dollar for the processor 
in 1945 was approximately 5 percent. 

Mr. Drxon. 1955? 

Mr. DeLoacu. 1945. 

Mr. Drxon. Oh, 1945 

Mr. DeLoacu. It was approximately 5 percent. It went up co 
approximately 6 percent in 1946. And then it dropped down to 
about 414 percent in 1950 and in 1954. 

For the wholesaler it was about 384 percent in 1945. It rose to 
414 in 1946 and dropped down to approximate ly 2 percent in 1950 
and it has fluctuated around that figure since. ‘That is on the sales 
dollar. 

Mr. Drxon. That is a large difference involved in the two methods 
of reporting profits. 

Mr. DeLoacn. Yes, it is. 

Mr. Drxon. Well, thank you. 
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Mr. Anruso. Dr. Wilcox has a question. 

Mr. Witcox. One question. The net profit before taxes would be 
a statement comparable to the statement you have in the middle of 
page 15? 

Mr. DeLoacn. That is right. 

Mr. Witcox. What was the net profit before taxes? You stated 
in your statement that the net profits after taxes as a percentage of 
net assets ranged between 6 and 12 percent. 

Mr. DeLoacu. I don’t have that figure with me. I can supply it. 

Mr. Wicox. Yes, would you? 

Mr. Anrvso. Will you supply that ? 

Mr. DeLoacu. Yes. 

(The information requested is as follows :) 


The net profit before taxes is 20.2 percent. 


Mr. Anruso. Now, Dr. Herrmann, I would like to ask you a few 
questions : 

You state on page 11 of your statement that added services in food 
marketing in 1956'as compared with 1940 are equal to 21 percent of 
the total of all other food marketing costs in 1956. I said page 8; that 
is page 11. 

Mr. Herrmann. I am sorry, Mr. Chairman, I don’t understand the 
question. 

Mr. Trevocan. What was your question again, please ? 

Mr. Anruso. You indicate on page 11 that the added services in 
food marketing in 1956 as contrasted with 1947 are equal to 21 percent 
of the total of all the other food marketing costs for 1956. 

Mr. DeLoacu. Mr. Chairman, would you mind if we go back to 
this chart ? 

Mr. Anruso. Yes. 

Mr. DeLoacn. I think that is the best way to illustrate it. We 
might follow it through on these two charts which were before you 
previously. 

We attempted to compare the food marketing bill in 1940 with 
farm value of foods. At this time we had a total figure of $14,500 
million of which $9 billion was marketing charges, leaving $5,500 
million going to farmers. 

The next bar shows $14,500 million going to marketing charges 
compared to $12,500 million to farmers. 

And then the next figure here is $34 billion for the marketing 
charges as compared to $19 billion going to farmers. 

We have attempted in our work in the Department to break down 
this $34 billion and compare it with what we have back here [ indicat- 
ing | in 1940. 

Now, the next chart compares these figures here [indicating |. This 
is the figure with which we started in 1940, i. e., $9 billion going for 


marketing charges. Then we increased the volume of marketing 50 
percent and that adds $4,500 million. We also had a change in the 
value of the dollar or, if you choose, a rise in cost level which added 
110 percent more or $14,500 million. 

The next thing we have taken into account is the added services— 
the built-in services, if you please—which we estimated to equal $6 
billion. The first 3 items on the chart (reading from the bottom) 
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are equal to $28 billion. The added service over and above what we 
had in 1940 account for $6 billion more. 

The change in services, the change in the cost level, and the change 
in the volume account for the rise in marketing charges from the 
1940 figure of $9 billion to a figure of $34 billion in 1956. 

Mr. AnFuso. Is it true that the cost of the added services in food 
marketing in 1956 as compared with 1940 are equal to 21 percent 
of the total of all other food marketing costs in 1956 ¢ 

Mr. DeLoacu. That is true. 

Mr. ANFUuSO. Later, on page 13 of your statement, you report that 
approximately 33 percent more workers were employed in 1955 than 
in 1940 in food marketing. Is that correct ¢ 

Mr. Herrmann. That is right. 

Mr. Anruso. Which comes to my next question: After allowing for 
the increased services, apparently the industry is using today 17 per- 
cent more workers to market approximately 50 percent more products 
Is that correct ¢ 

Mr. DeLoacu. They are using more workers and they are market- 
ing more products. 

Mr. Anruso. They are using 17 percent more workers; is that 
correct ¢ 

Mr. DeLoacn. I think we should say that it took 33 percent more 
workers to process and distribute 50 percent more food and furnish 
the additional services required in 1956. 

Mr. Anruso. To market approximately 50 percent more produce? 

Mr. DeLoacu. That is right. 

Mr. Anruso. And yet this increased volume of product was pro- 
duced with 28 percent fewer farmworkers today than in 1940. Is 
that correct ? 

Mr. DeLoacn. Yes, sir. 

Mr. Anruso. Well, now, what is the explanation for the much 
greater increase in output per worker on the farms than in food 
processing and marketing? 

Mr. DeLoacn. I think I can give you a partial explanation, Mr. 
Chairman, 

There have been rapid increases in the use of machinery, fertilizers, 
insecticides, and pesticides as well as a better utilization of available 
labor. Improved livestock breeds and feeding practices contributed 
greatly to increased production. 

Mr. Anrvuso. You mean that these were people who were working 
on the farms and some of those people there were only partially 
employed and they left? 

Mr. DeLoacn. Yes. Now, on the other hand, we have in food 
processing and food distribution a very marked increase in the num- 
ber of jobs that have to be done in packaging, handling, and pre- 
paring of foods. That is important. 

Another thing that is happening and that is usually ignored is 
that the food industry, particularly the wholesale and. distribution 
trades, were among the last to cut down the working hours to the 
level worked by people in other industries, particularly manu- 
facturing. 

Mr. Anrvuso. Now, it appears that workers in food marketing, after 
allowing for increased services are handling about 25 to 40 percent 
more product per worker than they handled in 1940. Is that correct? 
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Mr. DeLoacn. Yes. That is due, to a substantial extent, to mech- 
anization that has taken place in the processing and the distributing 
trades. 

Mr. Anruso. Would you mind telling me how this compares with 
other industries as a gain in output per worker between 1940 and 
1956 ¢ 

Mr. DeLoacn. I cannot give you an exact figure on that. It de- 
pends on the grouping of your industries, Mr. Chairman. It com- 
pares very favorably with some and it is lower than others. 


Output per man-hour for selected industries, 1939 to 1958-54-55 


[1947 = 100] 








Industry | 1939 1953 1954 1955 Percent 
| } increase 
Agriculture- Sie eaee , lace ee 66.0 | Make 132.0 100.0 
All manufacturing __ i Besar) as GO 96. 0 SA 134.0 | 39. 6 
Seleeted manufacturing: 
Cement__-_- Po Peed tasesnnt nated inde bso 89.7 | |} 144.0] 60. 5 
Paper and pulp s Pipl as oS ae | 109. 2 | | 129. 2 | 18.3 
Rayon and synthetic fibers. __- ce ere 46.9 | 185.9 | 206. 4 
RUNG UNNI ols eins cia duinsks 3 79.3 |- = 128. 1 61.5 
Tobacco products_ ia te ey i oe ee 122. 0 | 41.2 
Nonmanufacturing: | 
Bituminous coal a a 163. 1 83. 1 
Copper --- eae 119.3 | 32.3 
Railroad transport: ation (reve nue OD? es 137. 2 | 84. 4 











Sources: U. S. Department of Labor, Bureau of Labor Statistics. U. S. Department of b darnhtore, 
Agricultural Research Service. 

Mr. Anruso. Thank you. And now we come to research. The 
Federal and State Governments are spending about $190 million a 
year on research in agriculture. Is that correct; is that the figure? 

Mr. Herrmann. That is roughly correct, Mr. Chairman. We will 
check the figure for you. 

Mr. Anruso. Itis approximately that figure? 

Mr. Herrmann. I believe it is approximately so. 

Mr. Anruso. Now, these research activities of the land-grant col- 
leges and the U nited States Department of Agriculture are largely 
for the purpose of improving and increasing production through 
improved technology. Is that correct? 

Mr. Herrmann. Well, I do not recall the figures exactly but 
fairly high percentage is on the production side, but utilization re- 
search is also included. 

Mr. Drxon. Would you yield ? 

Mr. Anruso. Yes. 

Mr. Drxon. Out of every dollar that is spent for research only 4 
cents is spent for utilization and marketing research and the rest of 
it or if not all of the rest of it, about 72 to 75 percent of the research 
dollar in agriculture is spent for production. 

Mr. Herrmann. I would say, Mr. Chairman, that the percentage 
of research eee spent in the Department for marketing research 
is approximately 12.5 percent of the total, whereas 65.5 ‘percent is 
spent for eae research and 22 percent for utilization research. 

Mr. Anruso. Would you furnish us with such other information 
as you have on that, giving us such figures as you have / 

Mr. Herrmann. We will be glad to do so, Mr. Chairman. 
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(The information requested follows :) 


Estimated obligations for research (fiscal year 1957) 


Estimated 
obligations Percent 
(in thousands) 


Direct Federal 


Production bina baue a Ol a ee $47, 853 25. 6 
UGIHGRTIOM.. 6 <5 si. stlivoccibmaisacattiaaknneimalth dies 16, 117 8.6 

DR GPIOCIE. no 3 cc ncctanen dou wiunhanwnnnkenaierenie 9, 180 4.9 
Total, direct Federal--.. iiss ventas chase hiedesiatseeie 73, 150 39. 1 
Federal-grant...........- ERED TP EI ET IVE 29, 504 15.9 
Raa kc catlidet ic ccucaandcccea lente nedaieentedtaind 84, 000 45.0 
Total research. ............ cask casa edasticacaaill Soca eotied nec 186, 654 100. 0 


Mr. Anruso. And another $48 million is spent on Federal and 
State extension programs which disseminate this research informa- 
tion to farmers. Is that figure approximately correct / 

Mr. Herrmann. We can secure that information. 

(The information requested is as follows :) 


For extension work, fiscal year 1957 


Payments to States, Hawaii, Alaska, and Puerto Rico____._.___._. $49, 865, 000 
Sra TUR I ist acct ce cei lens neces once 69, 037 662 


Ck as cic cto ghee seo ac rea gh nc ace soot ; 118, 902, 662 

1 Total available to the States for cooperative extension work and includes funds appro- 

priated pursuant to Smith-Lever Act and Agricultural Marketing Act. Educational work 

is conducted with farmers and their families; marketing agencies in the processing and 
distribution of agricultural products ; and with consumers. 

Mr. Anruso. These extension programs assist farmers in adapting 
the research results to their farming operations, and that is what they 
are supposed to do, and in addition farm production is boosted by an 
almost equal expenditure on research by private companies, by hybrid 
seed corn, insecticide and other farm-supply companies. Is that 
correct ¢ 

Mr. Herrmann. Pretty close to it. 

Mr. Anrvuso. Now, I would like to ask you this: 

The improved technologies from this research are adopted quickly 
since the individual farmer expects to get the same price for his 
product regardless of whether he has 100 units or 125 units for sale. 
Is that correct ? 

Would you say that this combination of publicly sponsored re- 
search and extension programs and a competitive market situation 
has been an important factor behind the 36 percent increase in farm 
output since 1940, which increased output has at the same time been 
accomplished with 28 percent fewer workers ? 

Mr. Herrmann. Those figures are approximately correct. 

Mr. Anruso. Now, is it not a fact that in contrast, although the 
food processing and ‘distribution industry in 1956 is larger than the 
farm food production industry, publicly financed research programs 
directed toward efficiency in this field are almost nothing? 

Mr. Herrmann. I would say they are quite low relatively. 

Mr. Anruso. The total food processing and marketing costs in 1956 
are estimated at $34 billion, in contrast to the total value of crops 
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and livestock sold off farms, including cotton and tobacco, of $30 
billion. Is that correct ? 

Mr. Herrmann. That is correct. 

Mr. Anruso. And yet there are almost no publicly sponsored 
research programs directed toward increasing the efficiency of food 
processing and distribution, and there is no public ly fins unced exten- 
sion program to disseminate new technology in food processing and 
distribution. Is that correct? 

Mr. Herrmann. I would not say so, because we in the Department 
do some work on food processing. 

We work on food processing in two areas in the Department of 
Agriculture. The Agricultural Research Service in the field of utili- 
zation research does a considerable amount of work on food process- 
ing related to the technology of quality, stability, and convenience in 
use, and we do the work in connection with the plant operations, plant 
layout, the engineering aspects, and the costs factors in processing and 
also in the marketing held. 

Mr. AnFuso. Would you let us have the benefit of your information 
on that later on in the record as to what exactly is being done in that ? 
Mr. Herrmann. You are talking in terms of amounts of money ? 

Mr. Anruso. Yes. 

Mr. Herrmann. It is relatively small but we will be glad to give 
that to you. 

(The information requested is as follows :) 

It is estimated that the Department is conducting research in the amount of 
$8 million which has direct or indirect application to improving efficiency of 
food processing and distribution. Data for the States in this area of work are 
not available. Publicly financed extension programs to disseminate new tech- 
nology in food processing and distribution are estimated to total about $4 million. 

Mr. Dixon. If I may interrupt, we have research laboratories; one 
in Philadelphia, one at Peoria, [l., one at Albany, Calif., and one at 
New Orleans, and they receive only $16 million, so it is very stall. 
For research industry is spending res 3 to 10 percent of their gross 
income and that is why this research in industry has almost put Agri- 
culture out of business. 

Mr. Herrmann. Could I add one other point to what Dr. Dixon 
was saying? He used the figure of $16 million in connection with 
utilization research in the Department of Agriculture. As indicated, 
the comparable figure for marketing research would be about $8 
million. 

Mr. Drxon. It is pitifully small, is it not? 

Mr. Herrmann. I will let you answer that question. 

Mr. Anruso. As Dr. Dixon has already pointed out, all or almost 
all research on new technologies to reduce costs or to improve the 
ey of the product in food processing and distribution is con- 

ucted by the individual firms engaged in the industry. Is that 
correct ? 

Mr. Herrmann. We have some work in the Department of Agri- 
culture in the quality area, both in utiiization and in marketing. 
We have a branch in the Agricultural Marketing Service under the 
direction of Dr. Trelogan that works specifically in the field of bio- 
logical sciences in relation to quality. They form part of a group 
of scientists who have been working in the ‘Department of Agricul- 
ture a good many years. Work st: urted in this field about 50 years 
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ago in connection with the refrigeration and transportation required 
in the movement of products to market in a w ay that would main- 
tain top quality. 

Mr. Anruso. But you do believe, do you not, that much more could 
be done in that direction ? 

Mr. Herrmann. More could be done. The amount of this work 
that we have in the Marketing Research Division is something like 
$2 million—is that right ? 

Mr. TRELOGAN. A pproximately—and you are correct, Mr. Chair- 
man; the great bulk of the research in this area is being done by pri- 
vate industry. 

Mr. Anruso. Do you not feel you could do much an yourself? 

Mr. Trexocan. I feel confident that we could, Mr. Chairman. 

Mr. Anruso. If you had the financial backing, you could? 

Mr. TreLoGAn. Yes, sir. 

Mr. Warts. Could I ask a question ? 

Mr. Anruso. Yes, sir. 

Mr. Warts. Speaking about what has been spent for research in 
marketing, do you have any figures that show the amount in each 

category not only by the Government but the total ? 

Mr. Herrmann. We have it for the Department of Agriculture. 
We have some estimates for the industry, but our industry estimates 
are not very accurate. 

Mr. Warts. Well, according to the best estimates that you do have, 
has there been as much money spent on research for marketing, 
whether it be private or State or Federal Government, as there has 
been spent on research for development ? 

Mr. Herrmann. You mean for production ? 

Mr. Warrs. For production. 

Mr. Herrmann. No, sir. 

Mr. Warts. There has not? 

Mr. Herrmann. It is much lower. 

Mr. Warts. Even including all that private industry has spent? 

Mr. Herrmann. Yes. As was stated previously, about 12.5 percent 
of the Department’s research is in marketing. 

Mr. Dixon. If you will recall, when we discussed this bill on the 
consolidation of the Federal grant acts, our committee had opposition 
to the position that 20 percent of that money should be spent for 
marketing and I believe that you recall the opposition that you had; 
it was like pulling teeth to get research into that—and among the 
reasons is that most of our scientists are trained in produc tion research 
and there is just a difference between the two, and there are all of 
these other things that we have to overcome some way or another 

Mr. Anruso. As to the opposition, later on in this study and in- 
vestigation perhaps you can—— 

Mr. Dixon. That opposition is part of the trouble. 

Mr. Warts. This opposition—to what do you attribute this reluc- 
tance on the part of the land-grant colleges and the Department of 
Agriculture and other people to spend more mone y in the field of 
research for marketing? Is it politicking? Is it a habit that they 
have got into, so that they think that it goes outside of their field, 
what they are supposed to do? 
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Mr. Drxon. I guess that perhaps the No. 1 reason is that produc- 
tion research was so vital during the war. 

I would say that perhaps first was this premium on production for 
the war, and we had to produce to win the war. That was a great 
motivation, there is no greater motivation. 

Secondly, I believe it is due to the fact that, as Mr. McIntire has 
brought out, it is a matter of the training of the researchers; their 
training has been so much in production research that there are very 
few of them left to do the job in marketing and utilization research. 

We find that the industries were robbing our land-grant colleges 
of these wonderful chemists and technical people that are needed and 
our colleges have so very few of them left today to work with. 

Then again, I believe that the demand from our farmers has been 
for more production research. There is of course just an innate tend- 
ency in us to produce, in this country, and that is in every farmer’s 
heart. Of course we would not want to try to stamp that out at all. 
That motivation to produce should be there. But that is what has 
been getting us into difficulties; they lean toward that type of re- 
search, rather than the marketing and utilization research. They 
have been going in the direction of the pressure. 

And also industr y, which hi aS 80 far outstripped agriculture in mar- 
keting and utilization research, pays higher salaries ‘than the colleges. 
They are are drawing off our finest people in the field of marketing, 
utilization, and distribution, and it leaves the majority of the re- 
searchers those who are production researchers in the colleges. 

Mr. McIntire. I would like to ask a question on this point. Cer- 
tainly I do not want to leave the impression that the differentiation 
ee production research and marketing research is one where you 

‘an draw a sharp line because in this food tec hnology era in which we 
are living there is a very substantial area of research which is neces- 
sary in relation to the variety and the chemical composition and so 
on of our food, much of which goes over into that field of research 
which is perhaps considered to be | production research. 

So I think one of the problems that we must take into consideration 
in this situation is that it is not easy to draw the line as to these 
areas of interest, one goes into the other and you cannot draw these 
lines too sharply. And actually we need a lot of research to keep 
up with the food processing tec hniques to make sure that the market- 
ing itself is adaptable to those tec hniques and will give us the quality 
for the consumers. It is not e: isy to draw the line. 

Mr. Drxon. I think that the gentleman is 100 percent correct. With 
our utilization research we also must have production research and you 
cannot live in watertight compartments. 

That is why I do not favor the President’s Commission first recom- 
mendation that we have a separate agency apart from the Department 
of Agriculture to administer utilization research. 

For example, we perhaps are going to see the time when much of 
our wheat will go into the production of rubber. Well, we can in- 
crease the rubber content in varieties of wheat through plant breeding. 
This is an example where the utilization researcher will depend on that 
plant breeder for success in the production of rubber. And we could 
go on—the same thing, for example, is true for alcohol from grains. 

Mr. Herrmann. Mr. Chairman, could I comment on what Mr. Me- 
Intire has said ¢ 
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Mr. Anruso. Yes. 

Mr. Herrmann. We feel that we need, first, to have a close tie-in 
between the various disciplines, that is, between the production, uti- 
lization, and marketing. 

I think, Mr. McIntire, that the potato research at Presque Isle, 
Maine, is a good example of this type. There, we have the produc- 
tion and marketing people working together on the problems asso- 
ciated with getting a good quality potato on the market. They work 
as a team and it is often difficult to draw the line between production 
and marketing, as you mentioned. We are quite conscious of the fact 
that production research had an early start. It has been going on in 
the Department of Agriculture for something like 90 years. At that 
time the principal problems we had here in the U nited States were 
largely associated with production. It has only been in recent years 
that we have become conscious of the problems of distribution. The 
work that we are doing now in the field of marketing has been going 
on as a major activity in the Department of Agriculture for only 
about 10 years. 

Mr. Dixon. May I just correct the record on my statement about 
the President’s Commission recommendation. The correction is this. 

I favor the alternate plan recommended by the President’s Com- 
mission on utilization research, which is to route the administration 
of research programs through the Department of Agriculture rather 
than the plan which the Commission gave priority, which 1s an organ- 
ization outside the Department for administering the program. 

Mr. Anruso. In other words—— 

Mr. Dixon. They have got two plans. I favor the alternate plan. 

Mr. Anruso. Off the record. 

( Discussion off the record. ) 

Mr. Anruso. I think, Dr. Wilcox, that we ought to get down here 
before the committee some of these companies, representatives of some 
companies who are in this research so they may testify in order to 
determine how much further we ought to go in this field. 

Of course, we know this, that many small firms engaged in food 
processing and distribution are not in a irae at ha to finance re- 
search, is that not correct, and they certainly cannot get that informa- 
tion from the large firms because they believe that it ilende to them- 
selves and, therefore, I think that our Government ought to come in 
and help these smaller firms as well. 

Mr. Drxon. Would you ask the doctor to what extent farmers have 
had an opportunity to do research ? 

Mr. Anruso. Would you answer that? That is a good question. 

Mr. Herrmann. There are a few rather large corporation farms 
that do research in the United States but generally speaking the aver- 
age farmer is in no position to do very much in the way of research. 
That is why we have research in the land-grant colleges and in the 
United States Dep: irtment of Agriculture. 

Mr. Dixon. To what extent does industry do it ? 

Mr. Herrmann. Industry, in many industrial fields, has done quite 
a bit of work. There has been a lot of industrial research in the 
fields of farm machinery and equipment, antibiotics, insecticides, and 
fertilizers, related to the problems of the farmer. 

Mr. Dixon. And, of course, they are large firms and they are in a 
better position to do their own individual research than the farmer. 











32 FOOD COST TRENDS 


Mr. Herrmann. Oh, yes; and chemical and many other firms re- 
lated to agriculture do have very large research staffs. But they keep 
the results to themselves. The results are seldom published. 

Mr. Anruso. Doctor, I believe that your Department has made a 
pais good start in correcting this situation since the Research and 

arketing Act was passed in 1946. Can you tell us approximately 
how much of the $190 million of State and Federal funds which are 
spent on agricultural research is actually directed toward increased 
efficiency in food processing and distribution ? 

Mr. Treocan. It is approximately $8 million for the Department. 
As indicated earlier, estimates are not available for the States. 

Mr. Anruso. What more can be done to get a better balance between 
efficiency research in food production and food distribution, in your 
opinion? 

Mr. Herrmann. A few of the points made in our testimony indicate 
some of the things that can be done. Of course we do work in many 
other areas, in an effort to find out what these cost items are and where 
the weaknesses are in the distributive system. There are many tech- 
niques which have to be used to attack those problems and actually 
bring about the efficiencies that are necessary. 

We not only have economists on our staff but we have chemists, 
biological scientists, engineers, physicists, and other scientists who 
can tackle any of the problems that come up in the handling and dis- 
tribution of the farm products after they leave the farm gate. 

All of the work we have been talking about this morning is usually 
just the first step which outlines the problem and indicates where the 
costs and inefficiencies are. We have other people with other disci- 
»lines that attack these problems to see what can be done about them. 
{ think in a good many of these areas we have been fairly successful 
in bringing about improvements. 

Improvements in marketing come by bits and pieces. They are 
usually not big spectacular items. But add up, these bits and pieces, 
and they total up to a fairly good size figure. 

Mr. Anruso. You have confirmed what this committee already 
knows, that the farmer’s income has gradually decreased. How much 
would retail food costs have been increased in recent years if farmers 
had shared in the general economic progress ? 

In connection with that, I believe that Mr. Wells of the Department 
of Agriculture in reply to a question from Mr. Andersen in the agri- 
cultural appropriations hearings, said that the cost-of-living index 
would probably be between 3 and 4 percent higher if farm prices had 
moved as other prices moved since 1951. Is that correct? 

Mr. Herrmann. Yes, that would be about right. 

Mr. Anrvuso. Another way of saying that is that currently the 
national food bill runs about $55 billion to $60 billion for United 
States produced food, and should you add $8 billion to it and the 
percentage of disposable consumer income going to food would have 
to be increased about 3 percent, other things staying the same, he 
said. Is that correct? 

Mr. Herrmann. Yes. 

Mr. Anrvuso. Now I will go into another subject and I will be 
through, and that is the subject of mergers, the probable effect of 
mergers on food costs. 
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There have been many mergers in the food manufacturing field in 
recent years. Is that correct? 

Mr. HerrMann. Yes. 

Mr. Anruso. What is the research program of the Department of 
Agriculture in this field ? 

{r. Herrmann. I will turn that question over to Mr. DeLoach be- 
cause he is just starting to work in the field of mergers. 

Mr. DeLoacn. We have considered mergers in the m: arketing field 
to be of unusual importance in bringing about changes in marketing 
practices and as having had some effect on the cost of distribution. 

We have begun in our work to determine the extent to which 
mergers have occurred over the past 10 years and we are hopeful of 
studying various segments of the food industry rather intensively. 
This type of work should be underw ay within a relatively short time. 

Mr. Anruso. And would you furnish us with the results of your 
study ? 

Mr. DeLoacnu. The results will be made available as the work pro- 
gresses. It is something that is going to take a little time, Mr. Chair- 
man. Your committee will receive reports as we move ‘along. 

Mr. Anruso. Do you believe that mergers have some effect on re- 
tail food costs ? 

Mr. DeLoacu. Yes, but we don’t know how much. There are 
situations where we have studied the marketing costs where we feel 
that there are definite advantages that have come about as a result 
of handling larger volumes of food products in the processing, whole- 
saling, and retailing levels. 

There are indications, however, that there may be certain dis- 
advantages that will accrue to certain phases of the industry. 

Mr. Anrvso. Are the studies which are now underway being 
carried forward in sufficient detail to lead to conclusions regarding 
the conditions under which mergers result in lower costs and the con- 
ditions under which mergers lead to higher food manufacturing and 
distribution costs? , 

Mr. DeLoacu. We are going into the program on the assumption 
we will get rather complete cooperation from the industries involved. 
In case that cooperation is not complete the answers will be equally 
incomplete. 

Mr. Anruso. We will not take up your time on that but there has 
been an awful lot said about mergers and we would like the Depart- 
ment of Agriculture to get some kind of a study on that and give 
us a report. 

Mr. Herrmann. We will take a look at the problem and see 
whether we can get the information or not. I might want further 
explanation of what you specifically havein mind. _ 

Mr. Anrvuso. It seems that the only conclusion we can derive from 
all this is that the farmer has already contributed more than his 
share in bringing the cost down to the consumer and we must find 
ways to improve the lot of the farmer, because he is a consumer too, 
and | he has to eat to live—and find other ways of stopping the trend 
to increase prices in the food industry, which is concerning the 
American public today. That should be our objective. 

Now, are there any questions ? 

Mr. Warvs. I want to ask one question about something that I 
understood as having been said. 
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Did I understand you to say that from 1940 to 1956 the labor force 
in the marketing field had increased by 70 percent ? 

Mr. DeLoacu. Thirty-three percent. 

Mr. Warrs. I thought I got the figure as 70 percent in answer to 
some question that the chairman asked and I thought that was a little 
high; 33 percent. I notice that you list here the average wage of the 
yerson engaged in the food marketing service, that that has gone 

rom 51 cents to $1.82, or you might say 3 times. Do you have 
any figures that show the rise in the average wage in the production 
end ? 

Mr. DeLoacu. Yes, we do. Percentagewise farm labor is up more 
than that in the food industry. 

Mr. Warrs. In other words, the average farmer today is paying 
about $1.82 an hour? 

Mr. Herrmann. I think that proportionately it is about the same, 
but it started from a lower level. 

Mr. Warrs. And you think that your percentage of increase is—— 

Mr. Herrmann. We will be glad to check those figures and put 
them in the record. We do not have them at hand, Mr. Watts. 

Mr. Warts. Thank you. I wish you would do that. 

(The information requested is as follows :) 

Farm wage rates increased more than 300 percent from 1940 to 1956. 

Mr. Anruso. Thank you very much. We certainly appreciate your 
cooperation. 

Before we go on with the next witness, may I ask if you will leave 
one of your assistants here just in case we want to ask some questions 
in connection with other testimony ? 

Mr. Herrmann. We will be glad to do that. 

Mr. Anruso. Thank you very much. 

Off the record. 

(Discussion off the record.) 

Mr. Anruso. Dr. Campbell, would you mind if I address a question 
to you? You have been kind enough to come here from New York. 
Are you planning to stay overnight , 

Dr. Camppeiy. Yes. 

Mr. Anrvso. Fine. Could we have you testify tomorrow morning? 

Dr. Campsett. Whatever you prefer. 

Mr. Anrvso. We would certainly appreciate that because we would 
like to have all of the members of the committee present when you 
testify, we want to have the benefit of your full testimony. 

The committee will meet - 10 o’clock tomorrow morning. 

(Whereupon, at 12:05 p. m., the subcommittee took a recess until 
tomorrow, Wednesday, May g, 1957, at 10 a. m.) 
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WEDNESDAY, MAY 8, 1957 


Houser or Representatives, 
SUBCOMMITTEE ON CoNSUMERS StuDy, 
OF THE COMMITTEE ON AGRICULTURE, 
Washington, D.C. 

The subcommittee met at 10:10 a. m., pursuant to notice, in room 
1310, New House Office Building, Hon. Victor L. Anfuso (chairman 
of the subcommittee) presiding. 

Present: Representatives Anfuso (presiding), Cooley (chairman 
of full committee), Knutson, Jennings, McIntire, Hi: irrison, and 
Dixon. 

Also present : Representative Johnson, and Mabel C. Downey, clerk, 
and Francis LeMay and Walter W. Wilcox, staff consultants. 

Mr. Anruso. The committee will come to order. 

Miss Campbell, will you please step up ¢ 

This morning, members of the committee, it is my great pleasure to 
introduce as the first witness Dr. Persia ( ‘ampbell, consumer counsel 
to Governor Harriman of the State of New York. New York State, 
as you know, is the largest consuming State in the entire United 
States. Governor Harriman, when he took office, thought that there 
should be someone to represent the consumer interest, and it was for 
that reason that Dr. Persia Campbell was appointed. 

In the short time that she has been in office, she has done a great job 
in protecting, not only the consuming public, but the farmers of New 
York State, and she has been instrumental in having passed certain 
definite laws for the protection of both in the New York State 
Legislature. 

We are very happy to have you here this morning, Dr. Campbell. 

Miss Campseti. ‘Thank you, sir. 

Mr. Anrvuso. And I hope that you will give us the benefit of your 
testimony. 


STATEMENT BY DR. PERSIA CAMPBELL, CONSUMER COUNSEL TO 
GOVERNOR HARRIMAN 


Miss Camppett. Thank you. May I first express my deep gratific: 
tion at the appointment of this Consumer Subcommittee whose atten- 
tion is focused on economic problems relating to the production and 
distribution of food and other agricultural products from a consumer 
point of view. As pointed out in your published data on food cost 
trends, the average urban family spends about 30 percent of its dis- 
posable dollars on food and beverages, a figure which in itself indicates 
the magnitude of the task you have undertaken; and, of course, this 
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is increased if the nonfood products of agriculture are also taken into 
account. 

Traditionally we have focused our attention on economic problems 
from the producer point of view. This is not surprising in a young 
community, building up capital to develop its basic economic plant in 
anew world. The major groups in the production process—business, 
labor, and farmers—have organized their strength for political as well 
as economic purposes, both in lay associations and through close re- 
lationships with the great administrative departments of the Federal 
and also the State Governments. It is only in relatively recent times 
that we have come to realize that the goods and services produced 
(and which can be produced in even greater abundance), must be 
moved into consumer hands if the economy is to expand on a steady 
basis. The consumer has even been called the keyman of the year. 
And now we have this new and significant trend, toward direct con- 
sumer representation in the processes of gover nment. At the outset 
of his administration, as you have just pointed out, Mr. Chairman, 
Governor Harriman appointed to his stat , a consumer counsel. The 
organization of your Consumer Subcommittee is further recognition 
of the importance of the consumer interest, which approxim: ites the 

ublic interest since we are all consumers. This is a healthy sign 
in the economy. It will help to maximize the value of the family 
dollar in terms of satisfying goods and services, and so strengthen 
the material foundation of our whole social life. 

Consumers are, of course, very much concerned about the continu- 
ing rise in food prices during the past few months, particularly those 
consumers whose spending power has not increased proportionately. 
Relevant statistics on the relation between income and price changes 
are already available to you. And consumers are concerned not only 
with prices but also with quality and availability of the products they 
want and the conditions under which these are promoted and sold. 

A particularly disturbing factor in the price situation has been the 
widening spread between farm and retail prices, due to the increase in 
marketing and processing costs simultaneous with a fall in farm 
prices. This spread must, however, be looked at in its historical set- 
ting and the reasons for it analyzed. It is a fluctuating figure as 
shown in the United States Department of Agriculture’s brochure, 
Marketing Costs for Food. The farmer’s share in the consumer’s 
food dollar was approximately 40 percent in 1940, rose to a record 53 
percent in 1945 (as a result of the rapid increase of food prices in 
the war years and governmental control of marketing costs), and in 
1955 was back to 41 percent. Dr. Herrmann gave you charts with 
these figures yesterday. 

I should like to make it clear that it is not necessarily in the con- 
sumer interest to have low farm prices. After all, farmers are also 
consumers, and we are concerned with the farm and rural standard 
of living as well as with that of our urban and suburban families. It 
is recognized also that prices must be adequate to bring out supplies, 
otherwise we would not have the marvelous abundance that makes 
such a colorful picture of our food stores. However, low prices do 
not necessarily mean low incomes, if efficiency increases and also out- 
put per farmer. 

I should like also to note that there is nothing particularly sacro- 
sanct about any proportionate distribution of the consumer dollar be- 
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tween producers and marketing groups, marketing being rca 

to inelude processing. ¢ osts and price structures are ever chan ring. 
What we want to know are the reasons for the ittern and cost of 
distribution at any one time and whether these are \ rking in the 
consumer interest. 

Part of the spread is, of course, due to the fact that food is drawn 
from wide aren for our e er-expanding cities, da all times of 
the year. Consumers who can afford it, like to have variety and fresh- 
ness. pe trends 1n pro essing, part eu) rly in J iprdly expand- 


ing frozen food fel . have heen wel ‘omed DV AN 1] creasing number of 


consumers, providing the quality is good and identifiab! 

However, though these marketing and processing services are wel- 
comed by consumers Who must be prepared LO pay necessary costs, 
this does not mean that all costs that v0 into the spread are justifiable. 
Quite the contrary. And in cases where costs of current outmoded 


practices eannot be reduced, it may be that the practices themselves 
can and should be changed. 

If I may interpolate, sir, there was some discussion of the impor- 
tance of increase in research and marketing. ‘This should not only be 
research, j suggest, that vision and mag matic n mn planning ahead 
for a large population increase and an expansion of city and suburban 
living. 

In this connec tion, I should like to brin g@ to your al ention a re port 
published in 1951 by the New York State Temporary Commission 
on Agriculture, following a 3-year study of the spread between farm 
and consumer milk ae in four New York State markets—and 
there is no reason to think, unfortunately, the situation has improved 
in the intervening period. The Commission reported that numerous 
opportunities for cost saving had been discovered and also methods 
which companies could correct the inefficiencies “which permeate the 
milk distribution system,” that is a quote from the commission’s 
report. Detailed analyses of milk distribution costs made by the 
commission revealed opportunities for initiating new methods and 
practices which could lead to substantial reduction in the spread and 
which the commission said were practicable and workable because 
they were actually in use by one or more of the efficient companies. 
In some cases, these cost savings were said to be within the reach 
of individual companies and did not require concerted action; in other 


cases, they required such action. 


‘The commission emphasized the need for a continuing review by a 
permanent State agency of costs, methods, and practices, and that this 
information should be made known to the pubit uch would then 
have the necensary information to bring continu o pr ure to bear 
on the distri ion industry to effect desirable economies. Th pointing 
out that at of the st inere >V duc i | vices. t ie 
com! 11S: on expressed th O} 110n that any program i CO reduc tion 
hould begin by making it profitable for the consumer or storekeeper 
to di pense with unnecessary services or, if he el e, Ul L\ f xr them. 

I woes Mr. Chairm that your Consumer § ‘committee in 
andy of LG e farm-co} mer price spread for aoc 5 ‘al produe $. 
W ill | ble not only LO pont out existing ieflicl es, but also Oo 
i the companie involved CO hind effect ivs to correct 


them. 








. 


38 FOOD COST TRENDS 


Research is not just for the files, it is meant to actually lead to 
some kind of improvement in the situation if it is going to affect 
consumers, and also farmers, whose products we hope to move in 
greater quantity in consumer hands, 

I hope also you will be able to secure data on the impact of Federal- 
State marketing agreements and orders on supply and prices, par- 
ticularly as they atfect nuts, dried and fresh fruits, and vegetables. 
The Twentieth Century Fund’s volume, The Agricultural C ommodity 
Programs by Benedict and Stine, gives a brief survey of such agree- 
ments and orders and emphasizes the need for further study of their 

operations if we are to get a reasonable estimate of their impact on 
the consumer interest. 

I think, particularly, in the case of nuts and dried fruits, which are 
important for low per capita income families. Families either with 
low incomes, or families of large number, are very interested in the 
price of nuts and dried fruits and so on. 

Consumers are concerned not only with price but with quality and 
particularly with information that will help them find suitable quality 
for their purpose which does not always call for the best quality. 
This is particularly important for low per capita income families. 
With rising income, there has undoubtedly been a trend to high-qual- 
ity selection. One of the problems in marketing agreements and 
orders is that by eliminating smaller sizes or the less-fancy products, 
in order to maintain or raise prices, an item of food may be put be- 
yond the financial reach of a large number of people. 

During the 1930’s, you may rec all, there was a strong move by con- 
sumers to develop standards and grades for canned fruits and vegeta- 
bles because it was impossible for the consumer to look inside the 
can before purchase in order to make a wise choice. This move, un- 
fortunately, met with strong opposition and there is less truly in- 
formative labeling today. I hope that your subcommittee will look 
into the whole question of standards and grades for food products 
at the retail level. The trade, of course, buys on such a basis but the 
consumer is not given a comparable opportunity for informed choice, 
even in the case of meat which cannot be intelligently selected except 
on a grade basis. We should be very inte rested to know, sir, how 
the Government inspection service for grades has developed. I em- 
phasize this problem of quality standards and quality identification 
particularly because of its importance in connection with the rapidly 
expanding frozen-food field. 

In January 1956, the Federal Trade Commission promulgated 
certain trade standards and practices for the frozen-food industry 
but these related primarily to unfair competitive practices among 
businessmen. I note, for instance, that the provisions with respect 
to proper refrigeration, of primary concern to consumers, are placed 
in group II, the nonobservance of which “does not constitute viola- 
tion of law,” even though these practices may be at variance with 
essential health and sanitary temperature and refrigeration control 
requirements. 

A number of consumers, according to complaints coming to our 
attention—I may say, sir, we get many letters of complaint in ‘all these 
various areas—have had some difficulty finding the chicken or turkey 





in frozen chicken or turkey pies. The USDA ‘seal must be carried on 
beef pies shipped interstate, and the meat content of these pies must 
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be at least 14 percent of the total. What is the situation where ship- 
ment is not interstate? But use of the USDA seal is voluntary in the 

‘ase of poultry products, though if the seal is used, the 14-percent 
minimum applies. This is only one illustration of the difficulties ex- 
perienced in establishing and maintaining minimum quality standards 
as a floor under new developments in processing which, though de- 
sirable in themselves, may include practices which snip away value 
from the consumer food dollar. 

This is a problem also that should be considered in connection with 
the rapid increase in cellophane packaging—the prepackaging of 
meats and fruits and vegetables and so on—particularly in fruits and 

vegetables, and particularly in cases where the package has in effect 
eliminated bulk display. Consumer complaints have come to our at- 
tention indicating disturbing experiences with the quality of all or 
some units in a package. 

Another development of this new synthetic age which may affect 
the quality of food and perhaps even the public health, is the practice 
of using chemical additives for various preservative and promotional 
purposes. This practice may or may not affect the cost-price situation 
according to the type of additive used and the purpose for which it is 
used (for instance, to keep bread from going stale) ; it may or may 
not result in misrepresentation or adversely affect the public health; 
but certainly from a consumer point of view this trend should be kept 
under continuous study with a view to appropriate action. This is 
a subject of prime concern, of course, to the Food and Drug Adminis- 
tration but the FDA needs continued support from all consumer- 
orientated agencies to insure that the food supply is safe and not 
subject to misrepresentation. 

Retail food sales have not historically been subject to certain types 
of abuses that have plagued some other commodity groups, as, for 
example, abuses in connection with installment credit. Food purchases 
are usually made frequently and for relatively small sums so that any 
loss through poor choice or misrepresentation is, at any one time, 
relatively small and does not lead to strong consumer reaction— 
though as an annual total, the loss may take on considerable propor- 
tions. One exception has been in connection with the sale of food 
freezer plans and food replacements for freezers, particularly in the 
case of bulk purchases of meats. 

With the extraordinary development of mass retailing that has 
taken place in recent years and the necessity for large supermarkets 
and other large food outlets to develop and maintain volume, new 
promotional devices and “gimmicks” of all kinds have become a feature 
of their operation. ‘To what extent the cost of this promotion effects 
the cost reduction assumed to go along with mass operations is not 
presently known. I hope your investigations will throw light on this 
matter. Insofar as these promotional activities distract consumers 
from the exercise of choice on a price-quality basis, they are not in the 
consumer interest and do not encourage consumer competence neces- 
sary for the proper use of our resources. 

Last October, in New York, we had a statewide conference on store 

‘ading stamps to try to discover facts about the effect of this particu- 
sh practice on food prices, on competitive relations among retailers, 
and on consumer behavior; but I must say that though the conference 
aroused great excitement and had a very large attendance from all 
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over the State, it gave out more heat than light. The basic problem, 
1 think, lays in the exclusive deal nature of this particular business. 

I hope your subcommittee will study the trend toward “give aways” 
by food stores, whether they be automobiles, dishes, encyclopedias, or 
trading stamps, or prizes by proc essors, W ith a view to determining its 
extent, its effect on costs and prices on consumer-buying habits, on 
competitive position of small stores—there has been a very marked 
trend toward increased scale in retailing business, and many small 
stores have gone out of business, and it may or may not be a good thing 
from a consumer point of view—and the legitims wey of the “free” or 
“reduced price” ’ claims connected with the “give aways. 

I note the statement in your committee’s release of April 19 that you 
question whether the food industry is spending as much as is desirable 
on research directed toward reducing the cost of processing and dis- 
tributing the staple food products. 1 share your expressed hope that 
your activities will lead to an increase in the real value of the family’s 
food dollar, particularly for the large number of families who must 
manage on a relatively small per capita income. 

Mr. Anrvuso. I thank you very much, Dr. Campbell. 

I thank you for the very fine statement that you have made, partic- 
ularly for the recognition that farmers are also consumers, and that 
we who come from large cities can appreciate the problems of farmers 

st as well. 

I would like to ask you a few questions if you do not mind. 

Following our hearings yesterday, Dr. Campbell, which I know you 
attended, some of the newspapers reporte “d that part of the blame for 
the high cost of groceries rested on the housewife herself because of 
her demand for such things as grocery-store parking lots, trading 
stamps, and prepackaged foods. Now do you believe that the house- 
wife deserves that blame or would you say that she is actually the 
victim of all kinds of advertising promotional devices and gimmicks ? 

Miss Campsetu. Well, I do not think it is just a matter ‘of being a 
victim, sir. I think that our whole tradition in this country has led 
us to minimize the importance of spending the family income. Most 
of the food purchases have traditionally been made by women, and 
amidst many other busy chores at home, with practic ally no training 
in schools or otherwise in the importance or tec hnique of spending 
the family dollar. And there is very little aid in terms of informa- 
tive labeling and grades, or encouragement to exercise rational choice 
in the selection of foods. I think this is an important factor. 

With respect to such matters as parking lots, of course, the super- 
markets themselves have emphasized the importance of these services. 
To get a volume, they have to draw people from a wide area, en- 
courage bulk purchasing for which automobiles are necessary today. 
So this is just part of the total cost of a new method of operation. 

Mr. Anruso. Do you believe, Dr. Campbell, that there is waste in 
manufacturing, processing, distribution, and marketing from your 
experience? ‘Take for example, our bakery products. I learned only 
yesterday that these are sold to stores on consignment, what the stores 

cannot sell they return to the manufacturer. Don’t you think that 
that causes waste, both in the production and distribution, with the 
consumer finally paying for that waste ? 
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Miss CampsELL. You remember during the war, sir, this a actice 
was prohibited, the practice of buying on consignment, as I recall, 
wi 





Mr. Anruso. I remember that. 

Miss Campsetu. Just because of this factor, that it led to concen- 
tration on an estimate of supply-and-demand situation. Of course, 
it comes in with this development of trying to cater to a wide variety 
of tastes, and storekeepers themselves do not want to take the respon- 
sibility of an oversupply on that basis. 

We have not made any research at all on the number of returns, 
what happens to the returns, and so on. I think this would be very 
useful information to know. 

Mr. Anruso. Do you think that that question of waste deserves the 
attention of this committee ? 

Miss Camppetu. Oh yes, sir, but I think it ae all through the 
distributive process. You may know we have had many studies into, 
for instance, the outmoded practices in big markets, and we need, not 
only research, but as I said planning ahead, vision into the future, 
so that——— 

Mr. Anruso. You said that before. Yes. 

Miss CamppbE.L. So that we build here plants that are suited for the 
new changes in the distributive processes or new changes in popula- 
tion distribution. And I think undoubtedly, all through the dis- 
tribution process there are these points of waste. At least, as I quoted 
from the temporary State commission of agriculture, New York 
State, they themselves indicated many points along the way where 
inefficiencies could, by new techniques, be-— 

Mr, Anrvuso. I am going to come to that later. Iam going to touch 
upon that. 

In addition to trying to reduce the cost of living, don’t you think 
that if we are going to protect the consuming public, that we also 
ought to look into things that affect the health of the consumer, such 
things for example as the irradiation in food, the possible destruction 
of essential vitamins by food treatments, atomic fallout, and its 
effect on our soil, plant, and vegetable life ? 

And just on that very point, I wonder whether you saw the Wash- 
ington Post headline this morning speaking about: Rise in radio- 
activ ity shown in milk tests? 

I note that Dr. Arnold B. Kurlander, an assistant to the Surgeon- 
General to the United States, testified before the National Confer- 
ence of the Association of Food and Drug officials, concerning the 
milk situation, and he said that recent tests have disclosed traces 
of strontium 90 and cesium 137, both radioactive and potentially dan- 
gerous to man. 

Now did you notice that article? 

Miss Camppetu. Well, I did not, sir, and I have no competence 
in that field. 

Mr. Anruso. Don’t you think that that is something that the people 
who consume the products, particularly milk, which is given to chil- 
dren, are vitally concerned with—things of that kind. 

Miss Campsetn. I think the whole field of chemical additives should 
be kept under close observation. As I understand it, the Food and 
Drug Administration feels strongly that all new chemicals that are 
going to be added to foods, whether into the soil or into the live- 
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stock directly, or into the foods or for preservative or other reasons, 
promotion should be pretested before they are used. I think you 
would find the consumers very strongly support that position. 

Mr. Anruso. I think that in the future, Dr. Campbell, with your 
help and the help of many others, this committee is going to study 
many things which affect both the health of the community, cost of 
living, which is related, and we hope that the newspapers and radio 
and television keep this subject alive. Because in order for us to do 
a good job, we must get information from all sources. 

And in the end it is my opinion—at least [ can speak for myself- 

I do not have a farm, and I do not have any kind of business that 
has anything to do with food, my only concern is protecting the 
consuming public. 

Miss Campse.y. I am sure, sir, the responsible elements in distribu- 
tion will be glad to support you, the big retail organizations. I am 
sure that if their opinions were said, they would be glad to help. 

Mr. Anruso. Thank you very much. 

Now just briefly, you mentioned the work of the New York State 
Temporary Commission on Agriculture published in 1951. I read 
that report, and I thought it was a rather exhaustive and extensive re- 
port, and I thought that it made some very excellent recommenda- 
tions. Now what is being done in New York to follow up on the ree- 
ommendations of the committee ? 

Miss Campsett. Well, unfortunately, sir, so far as I know very 
little. In this field 

Mr. Anruso. Who is responsible for that, Dr. Campbell ? 

Miss Camppett. Well, 1 suppost it is a joint responsibility, sir, both 
of the industry and of the Government. 

Mr. Anruso. I mean, does it come under any particular subdivi- 
sion? Does it come, for example, under the Department of Agricul- 
ture of the State of New York ? 

Miss CampsBeLu. Well, the commission recommended that a bureau 
agency be set up to supervise practices, recommend changes. So far 
as I know no such bureau was set up. When I first joined the admin- 
istration, I noted from the statistics that it appeared a per capita de- 
cline in the consumption of fluid milk in New York City. Now you 
would have thought that the industry would have been very alert to 
that kind of thing—the first thing they would be concerned with 
trends in the market. But nothing significant has been done to inquire 
into it. The legislation was ood enough to give us some funds, and 
we had an inquiry. We engaged a marketing company to do it so 
there would be no question of the basis of it, to try and discover what 
some of the factors were, or at least to open up possibilities for ex- 
panding food consumption. We found out, for instance, that adult 
consumption of milk was relatively low, but higher in Spanish-speak- 
ing families than others, because they have the cultural pattern of 

cafe con leche, where they drink coffee with milk combined. Now I 
think this and many other factors of this kind are important to an 
alert milk industry. We found they were not very active about vend- 
ing machines and so on. 

Mr. Anruso. I sincerely hope that both the legislature and the 
administration of New York State will do something about that re- 
port and appoint this bureau that you speak of. Of course, I think it 
will be beneficial, not only to the people of the city of New York, but 
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to the country as a whole. Because I noted in that report that they 
had certain excellent recommendations on how you could save money 
on transportation, for example, in special routes in the milk industry. 
They had some very excellent recommendations, and I do hope that 
something is done about that. 

Dr. Herrmann yesterday suggested that the trend may be toward 
less national branded foods. ‘Today you mentioned the need for im- 
proved grades of standards for many products, and in your opinion, 
is the trend really toward less emphasis on national br: anded products ? 

Miss Camppeit. I have not observed that, sir. You mean toward 
our distributors brands rather than national brands ? 

Mr. Anruso. Yes. 

Miss Camppett. I could not give you any informed opinion on 
that, sir. It is certainly not toward grades, which would be very 
helpful to consumers in making an informed choice. 

Mr. Anruso. I was also very glad to note in your testimony that 
you agree with the committee that the greatest problem in this field 
is found in families where per capita incomes are below average. Do 
you know to what extent the food industry provides less services and 
packaging for their food in low average income areas / 

Miss Campse.i. Well, I do not know, sir. I do not know how im- 
portant that is. Of course, I think, as one of the members of the 
committee pointed out yesterday, we were given to understand that 
the prepackaging would cut costs. 

Mr. Anruso. Yes. 

Miss Campsetu. I do not know that this has been one of the results 
of it. 

Mr. Anruso. You do not think it has resulted in that ? 

Miss Camppeti. And it has led to certain problems of selection, 
that is, you get a large package with a number of units in it, and 
some of them may not be so good as others. And there are certain 
complaints about this possibility. So I think it ought to be looked 
into. You know, in the past, low-income families, particularly those 
who were afraid of the possibility of unemployment, have tended to 
shop at very smail, relatively high-priced stores, because they gave 
them credit during that time, and they needed to have it, there was 
no other way of getting their supplies. Now with unemployment 
insurance and so on, maybe there has been a shift away. But I have 
been told that there has not been an extensive development of large- 
scale selling in the areas where you tend to have low-income people, 
for instance, in the low-income areas of New York City. We have 
not examined this, but I think it would be useful to see the relative 
cost in different kinds of stores in different areas. They tend also to 
buy in small lots because they do not have much money—these little 
packages from day to day and so on. 

Mr. Anrvuso. Dr. Campbell, you also touched that briefly on trad- 
ing stamps. I would like to make known to you that our committee, 
in executive session, decided to look into the question of trading 
stamps. We have no opinion whatsoever on the subject at the mo- 
ment, but we do have a letter here from the Federal Trade Commis- 
sion, which I would like to introduce in evidence, addressed to me, 
dated April 30, 1957: 

DEAR CONGRESSMAN ANFUSO: In response to your letter of April 3, this will 


confirm that fact that the Commission has underway an investigation relating 
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to trading stamps. Our investigation is designed to determine whether certain 
trading-stamps companies and others may be violating any of the laws over 
which the Commission has jurisdiction. 

More specifically, we are seeking more factual data as to whether trading- 
stamps operations involve “unfair methods of competition in commerce” or “un- 
fair or deceptive acts or practices in commerce” in violation of section 5 of the 
Federal Trade Commission Act; price or other discrimination, in violation of sec- 
tion 2 of the Clayton Act; or exclusive dealing or tying arrangements, in violation 
of section 3 of the Clayton Act. 


There are other parts of this letter, and I am going to put this 
statement in the record, if there is no objection on the part of the 


committee. 
(The letter referred to is as follows :) 
FEDERAL TRADE COMMISSION, 
Washington, April 30, 1957. 
Hon. Victor L, ANFUSO, 
Chairman, Consumers Study Subcommittee, Committee on Agriculture, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN ANFUSO: In response to your letter of April 3, this will 
confirm the fact that the Commission has underway an investigation relating to 
trading stamps. Our investigation is designed to determine whether certain 
trading stamp companies and others may be violating any of the laws over which 
the Commission has jurisdiction. 

More specifically, we are seeking factual data as to whether trading stamp 
operations involve unfair methods of competition in commerce or unfair or 
deceptive acts or practices in commerce, in violation of section 5 of the Federal 


9 


Trade Commission Act; price or other discriminations, in violation of section 2 
of the Clayton Act; or exclusive dealing or tying arrangements, in violation of 
section 3 of the Clayton Act. 

Various phases of the matter are now under study by our staff. The data thus 
far assembled is being analyzed and evaluated at staff level to determine what 
recommendations should be made, and the matter thus is not yet before the 
Commission for its consideration. 

In this posture of the matter, I am sure you, will understand our inability to 
furnish you with any detailed information at this time. 

| We shall be pleased to cooperate with your subcommittee in any practicable 
way and to advise you of the action we take in this matter. 

With all good wishes, I am 

Very truly yours, 
JOHN W. GWYNNE, Chairmen. 

Mr. Harrison. Mr. Chairman, may I ask a question ? 

Mr. Anruso. Yes. 

Mr. Harrison. Since the objective of this committee is to try to 
increase the value of the consumer’s dollar with respect to food buying, 
and according to your testimony here on that particular section, refer- 
ring to trading stamps, you said that it produced more heat than it 
did light. I thought that was rather interesting. 

I was wondering whether or not it has shown by your observations 
that those people who are getting the trading stamps are interested 
in reducing or increasing their food doliar if they are going to have 
to forego the giving up of trading stamps? 

| Miss CAmppetit. You are speaking of the consumer group? 

Mr. Harrison. I am speaking of the consumer. 

Miss Camppett. I think their opinion is divided and largely unin- 
formed. They ask all the time what effect it is going to have on the 
food dollar; whether in fact prices have been increased; whether, 
after all, if they have to pay the higher prices, they had better collect 
the stamps and get the premiums anyway. We haven’t been able to 
get any definitive answer about the effect on prices at all. At this 
inquiry, I referred to one of the merchants from one of the upstate 
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cities, who said that they had made a survey of a number of the chain- 
stores. I believe they were, some giving stamps and some not giving 
stamps, and they compared the prices of a number of nationally 
advertised products and found that there was very little difference, a 
cent or two or so between the prices. But another merchant from 
the same city pointed out that you would not expect much difference 
in nationally advertised products because the public knows what the 
pr ice is, that you would have to go to the unadvertised products, or 
to the meat counter, or to the vegetable and groceries, or so on, if you 
were really to get a comparative basis of the effect on it, or what 
happened to the previous advertised specials and so on. 

We have never been able to look into this total picture. 

Mr. Harrison. Was the heat generated by the retailer or by the 
consumer ? 

Miss Campsetn. Well, I should say that more by the retailers than 
by the consumers. The retailers are very much concerned about it. 
They came from all over the State, not just in the food field, of course, 
but in gasoline and hardware and so on. 

But the consumers are concerned about it. We ask, as to the effect 
on prices and also on behavior patterns, to what extent they feel them- 
selves being attracted away from customary patterns of behavior, and 
soon. I think there is a large area of query as to whether they are 
being wise by not being wise in the practices they are following. 

Mr. Harrison. In your observations, who are the greater collectors 
of these stamps, the women or the men? 

Miss Camppett. Well, of course, more stamps—is this sort of 
amusing? 

You know, from our observation, men are doing a lot more of the 
food buying. And the Governor’s secretary, who opened the con- 
ference, the constitutional secretary, said that his family would call 
him up, you know, when he was going home, to get some milk, they 
were short, or bread, and the children would be really very angry if 
he did not bring the stamps home—because they think the stamps are 
free. 

So I imagine a lot of husbands who are buying the food, you know, 
for their family at odd times, or whatnot, are instructed to bring 
home st: amps. I think they feel it is a little sissy, so they do not like 
to make it known, but I think perhaps are part of the picture. 

Mr. Harrison. You think that the men are as gullible as the women 
when it comes to collecting these ? 

Miss Camppett. Well, of course, gullible is a rather colored word, 
too, you know. If they have to pay the prices, they think they’d better 
have the stamps. 

Mr. Harrison. I think so, but I still want to use it for the reason 
that I think that people have the feeling that they are getting some- 
thing for nothing when they are getting the stamps when, as a matter 
of fact, the stamps—if I am correc etly informed—cost the retailer 2 per- 
cent of his sales? 

Miss CampseELL. Two, two and a half percent, depending, I think, 
whether it is promotional. 

Mr. Harrison. Now there are concerns in the food industry that 
maintain that they operate on 1 or less than 2 percent of their volume. 
Now, that being considered, if they give those stamps, that they are 
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going to have to increase the prices two percent in order to pay for 
those stamps, so—— 

Miss Campsety. Well, I think the argument, sir, is, and I imagine 
there are trading stamp ‘yepresentatives s here, it brings in volume ‘and 
therefore lowers the cost per unit of sales. This I do not know because, 
if you get a place saturated with stamps, of course, I do not think it 
increases total volume, it just diverts volume from one store to another, 
probably. 

What the final effect is, I 

Mr. Harrison. In general, you would think that the consumer is 
very much in favor of ‘the continuation of the tr: ading stamps? 

Miss Camppety. No, I do not think that is clear at all, sir. I think 
they are divided, and I do not know how the division falls. I think 
they are a little worried about whether it is a wise thing for them to 
become interested. Some are very excited, and some are very opposed, 
and then you get a great mass in between. Of course, you must re- 
member that there are all kinds of promotional devices. This is one. 
It happens to have a peculiar feature in that the stamps are available 
only to one, or a particular type of stamp, to one merchant in an area, 
and if the stamp has been built up, promotionalwise, to have signifi- 
cance in the public’s eyes, of course it gives that particular merchant 
very considerable advantage. 

One of them said to me the other day they can meet competition in 
pianos, as it were, or whatever it is, dishes they are giving away, what- 
ever it is, you can do it, but because of this method of stamp business, 
of course, you cannot meet the competition in stamps, and that creates 
something a little different in this whole promotional area. But there 
is a tremendous amount of promotional advertising of all kinds in the 
food industry today. 

Mr. Harrison. This one has been legalized, of course, and some of 
the larger giveaway programs have been termed to be illegal, that is, 
the giving away of automobiles, those bigger items. 

Miss Campse.i. Well, I would not w ant to express an opinion on 
that. I think there would be all kinds of opinions on that. 

Mr. Anruso. May I just say, just trying to conclude this inquiry 
into the trading stamp field, because I think if we got into it we 
would never be able to finish the other testimony, this committee has 
received an awful lot of mail, an awful lot of statements, from re- 
sponsible people and from the great masses of people, consumers, re- 
tailers, manufacturers, some of the trading-stamp companies, and the 
subject is very controversial, and I believe that it should occupy the 
attention of this committee at some special session devoted entirely to 
that, and we want to give a fair opportunity to both sides to present 
their case. 

And I think that what I read in today’s New York Times, will help 
in that direction. I see that the trading- -stamp companies have or- 
ganized and have formed an associ iation called the Trading Stamp 
Institute of America, to work together and to look into the “question 
of legislation, et cetera. And maybe this committee was responsible, 
somewhat responsible, for the creation of that institution. But now 
that it is in existence, perhaps we can get a complete picture, because 
from the information which I have there are at least 300 to 400 such 
companies. 
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Obviously, we could not call them all to testify. I think, now, with 
the formation of this association, we can get a good picture from both 
sides. 

We thank you very much, Dr. Campbell, for your testimony, and 
if the other members have no further questions, we will excuse you. 

I might announce that we had decided we were going to have the 
Department of Agriculture here this morning, but we postponed it 
until tomorrow. We will have a representative of the Department 
of Agriculture here tomorrow to discuss the pros and cons of trading 
stamps. So that will open the field on that subject. 

Now I would like to introduce in evidence at this time a prelimi- 
nary statement by the American Federation of Labor and Congress 
of Industrial Organizations. Labor has shown quite an interest in 
the activities of this committee and has asked to file a preliminary 
statement. Later on they will be happy to testify. So for the time 
being, we will just file this statement for the evidence. 

(The statement referred to follows:) 


AMERICAN FEDERATION OF LABOR 
AND CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., May 7, 1957. 
Hon. Victor L. ANFUSO, 
Chairman, Consumers Study Subcommittee, 
House Agriculture Committee, 
House Office Building, Washington, D. C. 

DEAR MR. CHAIRMAN: Through this communication, I wish to convey to the 
Consumers Study Subcomittee of the House Agriculture Committee the great 
interest of the American Federation of Labor and Congress of Industrial Or- 
ganizations in the important work you are about to undertake. We intend to 
follow your progress closely and we greatly appreciate the invitation you have 
extended to us to participate in the opening hearing. While at this time we 
are confining ourselves to a few observations which underscore our intense 
interest in your investigation, we hope we may be heard at greater length in 
the future if the inquiry touches on aspects of the problem about which organ- 
ized labor can make a significant contribution. 

The AFL-CIO has long urged Congress to investigate relationships among 
prices, profits, wages, productivity, and other factors that affect consumer costs, 
the distribution of national income, and the overall growth of the American 
economy. The selection of this special subcommittee to study all of these fac- 
tors as they affect those who grow, process, distribute, and consume our agri- 
cultural output is an encouraging event. No sector of the economy is more 
important to the welfare of the public than the food industry, and none is beset 
with more problems that require critical study and, then, action. 

The effective operation of this vast and complex industry—from initial plant- 
ing of crops in the fields to processing, then wholesaling and, finally, the stock- 
ing of the neighborhood grocery shelves—vitally affects the life of every Amer- 
ican. All families seek an ample and varied supply of nutritious food to meet 
their requirements and taste. All of us share a natural desire to fulfill our 
food needs at the lowest reasonable price. But, in addition to the require- 
ments and desires of 170 million of us who are this industry’s consumers, the 
Nation also has an obligation to those whose work provides the food for our 
tables. Surely, they, too, deserve and must have a fair return for their contri- 
bution to our welfare. No evaluation of the successes and shortcomings of the 
food industry can be complete without weighing the needs of consumers and 
producers alike. 

An adequate investigation of all of the interrelated aspects of this question 
requires that this subcomittee probe deeply in many directions 

At the very outset, we believe that the subcomittee should determine 
whether—or, to precisely what degree—American agriculture is actually pro- 
ducing in excess of our total needs. Such an evaluation requires that proper 
weight be given to many factors—population growth, the universally accepted 
goal of an adequate diet for all our families, minimum requirements for an 
emergency food stockpile, the fulfillment of normal foreign trade demands, and 
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the potentially greater use to which food can be put to advance the cause of 
democracy overseas. 

Our present national farm policy is dedicated to substantially reducing 
American agricultural output. It is our view, however, that a careful study 
based on all of the foregoing considerations is now required before it can be 
assumed that our food output is excessive or, indeed, even enough. 

In your study, we urge the subcommittee to give particular attention to the 
potential for far greater foood consuption here in the United States. Even in 
the midst of today’s unprecedented “prosperity” we are all aware that millions 
of Americans still suffer from substandard diets. The relationship of family 
income levels to current family food expenditures should be carefully consid- 
ered. In addition, it is our view that every public program which bears on the 
effort to provide families with a minimum living standard should be reviewed 
with respect to adequacy in the provision of food. 

Furthermore, we hope that the subcommittee will exhaustively investigate 
food processsing and distribution practices in an effort to deterine the extent 
that savings from higher productivity, overhead cost reduction, and the elimi- 
nation of uneconomic wastes are now being shared, and can be more fuily 
shared in the future, with the farmers who produce the food, the workers who 
process it and its ultimate consumers. 

Finally, we hope your subcommittee will direct its attention to the plight of 
the millions who work in the food industry and do not receive an adequate income 
in return for their contribution to production. 

Our organization is justly proud of the part it has played in raising family 
earnings throughout the Nation, thereby raising the capacity of millions to buy 
more food. Our efforts thus have been beneficial to the consumers and the pro- 
ducers of our food supply alike. We also derive great satisfaction from the fact 
that many who have worked for years for substandard wages processing and 
distributing our food are gradually—although belatedly—improving their econo- 
mic status, largely through the heneficial effects of collective bargaining. 

Unfortunately, many others who toil to produce the Nation's food supply as 
farm operators and as hired wage workers have not been so successful. 

A million men and women who plant and harvest in the fields still work for 
wages that mock the concept of an American standard of living and an American 
wage. And, among our farm proprietors—except for those who operate the 
largest and most highly mechanized enterprises—economic distress now appears 
to have become chronic. While the living standard of most of the Nation has 
continued to move up, the incomes of most farm proprietors have been stationary 
or moving down. 

The unfortunate attempt to identify the wages of the city worker as the cause 
of farm distress is not based on economic fact. Nor does it enhance the prestige 
of the politicians who make the false charge. Surely, this administration must 
seek a solution to the farm income problem other than to level down the earnings 
of wage and salary workers in the cities. As the executive council of the AFL— 
CIO has pointed out: “The immediate task to which the entire Nation must now 
devote itself is to raise farm family incomes up to parity with those of other 
Americans.” 

While the task of seeking means to provide equity for both the consumer and 
the producer of our food supply is a most difficult one, we are confident that the 
competence and determination of this subcommittee will produce results of great 
benefit to the entire Nation. 

Sincerely yours, 





ANpbREW J. BIEMILLER, 
Director, Department of Legislation, AFL-C/0O. 

Mr. Anruso. Now may I call Dr. Robert Bingham. 

Mr. Binenam. Thank you, Mr. Chairman. 

Mr. Anrvuso. Dr. Bingham, you are the economist and administra- 
tive vice president of the Grocery Manufacturers of America, Inc.; is 
that correct ? 

Dr. Brneuam. That is right, sir. 

Mr. Anruso. Would you please testify, sir? 
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STATEMENT OF ROBERT H. BINGHAM, ECONOMIST AND ADMINIS- 
TRATIVE VICE PRESIDENT, GROCERY MANUFACTURERS OF 
AMERICA, INC. 


Mr. Bincuam. I think possibly the first thing I should do is to tell 
the committee what GMA is: Grocery Manufacturers of America. It 
is an industry organization of about 300 - the Nation’s leading gro- 
cery manufacturing companies—large, medium, and small. These 
companies process most of the well- pea brands of food and house- 
hold products you see on the shelves of today’s modern grocery store, 
I am appearing today in the absence of our president, Paul S. W illis, 
who was unable to accept your kind invitation because of a previous 
commitment in Michigan. 

The theme of GMA’s entire public information program is “The Life 
Line of America—the line of essential processes between food in the 
field and food in the table.” This line includes agriculture, research, 
processing, transportation, wholesaling, ret tailing, and consuming. 
We are interested in promoting teamwork, efficiency and understand- 
ing all along this life line. For that reason we welcome any study, 
provided it is aimed at bringing forth true facts which will contribute 
to public understanding of the functioning of the food industry, or 
which may help it to operate more economically or productively. 

Grocery manufacturers are the largest purchasers of farm products. 
They have a large stake in the prosperity of agriculture. We consider 
the farmer as the partner who supplies our manufacturers with live- 
stock and crops for conversion into the kinds of processed products 
desired by the discriminating tastes of the consumer—and as a good 
customer of the products our manufacturers produce. 

So that we might better understand the problems of agriculture and 
so that agricultural leaders might know more about processing and 
distribution of farm crops, 12 years ago we set up in our organization 
an agricultural department to promote such understandings. 

We believe that in order to have a healthy and prosperous economy 
we must have a prosperous agriculture. This means that we all, to- 
gethe r, must consti antly strive to produce e better qui ality foods and 
to prepare and promote them in such a way as to stimulate the con- 
sumer to keep the food industry growing. 

(Quite obviously we have an interest in serving consumers well, be- 
cause the continued future growth of the industry depends upon ex- 
panding the consumer market for more and better food. The market 
for food has expanded from $16 billion in 1939 to about $71 billion 
last year. We believe there is a pote ntial market of over “— billion 
by 1967 provided we work together effectively to achieve 1 

Our chief purpose is appearing before you is to share v ith you some 
of the results of our continuing study of price spread—the difference 
between what the farmer receives and what the consumer pays at the 
grocery store. This work was undertaken jointly with the National 
Grange about 9 years ago and at their suggestion. Studies have been 
conducted on produets selected by the Grange—milk, bread, baby 
foods, frozen peas, and evaporated milk. And there have been numer- 
ous studies on the overall grocery basket. Results of these studies have 
been widely disseminated by the Grange and by GMA. Your com- 
mittee has been provided with copies. I believe that we have previ- 
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ously provided your committee with copies, and if not, I have some 
here that I can enter into your folders. 

In comments today I would like first to highlight some pertinent 
facts brought out by our analysis of spread. Secondly, I would like 
to make a few relevant observations on your data compilation Food 

Jost Trends, which the subcommittee published last April 15. 

Before getting into statistics, let me tell you a little about our basic 
economic philosophy about price spread. We are constantly at work 
to promote a greater public understanding of the fact that “spread” 
is a payment ‘for a series of values added by processing, packaging, 
transporting, and distributing. The responsible farm organizations 
share this same viewpoint and are widely disseminating information 
about it. 

Without spread manufacturers, distributors, and farmers would 
all be out of business. Our steak would be standing in an lowa 
feedlot, our cheese and butter would be milk in a pail in Wisconsin, 
and our citrus juice would be on trees in a Florida or California 
citrus grove. Without spread there would be no food business as 
we know it. It would consist of local farmers selling direct to local 
consumers. 

Historically, the pioneer who killed his own meat, raised his own 
wheat and had it ground at the mill did not concern himself with 
spread. However, as the years passed, spread did come into being 
because our expanding economy required an increasing number of 
essential processes and services between the farm and the table. 
Spread is a logical reflection of the growth of the American econ- 
omy with its great degree of speci: alization. 

Spread helps to build markets for farm products. It has become 
an integral part of our mass production, mass distribution system. 
One of our main challenges is to get the American people to see 
spread 1 in its true ceonomic role—as a positive, value-adding market- 

creating force—aid to have them really appreciate how they benefit 
ie efrom. We want the American homemaker to clear ly understand 
that it is because of these value-adding factors that she is able to set 
the finest table in the world. 

The people in between farm and table convert and distribute a 
raw agricultural product, which is of little use to anybody on the 
farm, into a modern food product available in the form, at the time, in 
the place, and in the quantity which the consumer wants. Farmers, 
consumers, and employees all benefit from this value-adding process. 

Spread has helped to create a mass market for food so the farmer 
not longer has to rely on a series of small, local markets. Spread 
has allowed him to concentrate on his main job—farming—and to 
make use of wonderful new mechanical aids and scientific methods. 
Food processors and distributors are constantly at work to expand 
the market. Grocery manufacturers are spending in excess of $100 
million a year on research which is aimed at developing new and im- 
proved products, new uses and better methods to stimulate demand 
and cut costs. They are spending more than $800 million a year on 
advertising food products. Total expenditure of food processors and 
distributors for advertising runs well over a billion dollars a year. 

One reflection of this effort is that farmers sold nearly $19 billion 
worth of raw farm produce ts for domestic food consumption in 1956 
compared to about $5 billion in 1939. 
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Oranges are a striking example. Prewar we consumed about 5 
billion pounds of oranges a year. With the advent of canned orange 
juice and then frozen concentrated juice, the total consumption of 
oranges has now climbed to 10 billion pounds a year. 

As it applies to consumers, back in prewar 1939, consumers — 
about 23 percent of their after-tax income for food. At today’s 
prices they could buy the same old-style groceries for only about 16 
percent of their income. But they are actually spending 25 percent 
of their after-tax income for new and improved products in greater 
abundance. What this means is that since prewar years they have 
improved their eating about 50 percent in terms of quality, quantity, 

variety, tastiness, and the many time-saving and convenience fea- 
tures In modern foods. 

Modern, convenience grocery products, with their “built-in kitchen 
and maid services,” transfer much of the work of meal prepar: ation 
from the homemaker’s kitchen to the manufacturer’s plant. 

A few years ago it took about 514 hours a day to prepare meals for 
a family of 4. ‘Tod: ay, compar: Able menus of easy-to-serve foods can 
be prepared in only a out 114 hours, a saving of {hours a day. These 
convenience products often cost less than the same item made from 
raw ingredients. 

Devil’s food cake made from a prepared mix plus 2 eggs costs 
about 42 cents at today’s prices. When made from home-combined 
ingredients, the cost is about 53 cents. 

A pound of shelled peas, frozen or canned, costs about 32 cents. 
A pound ot fresh peas costs about 12 cents. Baby food costs about 
10 cents. When prepared at home from fresh beans, the cost is about 
13 cents. A pint and one-half of orange juice made from frozen 
concentrate costs the homemaker about 20 cents. Squeezed at home 
from fresh oranges the cost is about 40 cents. That figure, of course, 
depends on how hard you squeeze it. 

There are many reasons for these economies. 13 removing waste 
materials at the factory—such as pods in the case of peas—the cost 
of transporting, storing, and handling unnecessary bulk is elimi- 
nated. Another thing processed foods are generally less perish 
able than raw foods, which means a reduction in spoilage waste. 

Another plus to homemakers 1s the infinitely wider choice of foods 
and year- aa availab is which modern transportation, processing, 
and distribution provide. There are up to 7,000 items in the modern 
grocery store from which to plan meals and run a home. 

Among the biggest beneficiar ies of America’s lifeline are employees 
in food manufac tur ing and distribution. In 1939 there were 3.800.000 
people engaged directly in farm food processing and distribution. 
The payroll of these people was $4,700 million. In 1956 there were 
5,200,000 people employed, with a payroll of over $18 million. Add- 
ing to this those who work on nonfarm foods and in Res indus- 
tries, almost everybody who works derives some part of his income 
from the consumer’s food dollar. Consumer caendins A ‘or food di- 
rectly and indirectly hires between 25 and 30 percent of our entire 
labor force on a full-time equivalent. 

GMA has recently prepared a slide film to illustrate the benefits 
which consumers, farmers, and employees derive from spread. We 
have provided you with copies of the sc ript and we will of course 
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be ple ased to mi ike a a print of the film available should you be inter- 
ested in seeing it. 

Your subcommittee is, of course, well aware that “spread” has in- 
creased in recent years, and I imagine you are interested in answer- 
ing the question “how much” and “why.” GMA has prepared an 
analysis of the family market basket of farm foods as defined by the 
Department of Agriculture which helps answer these questior Mis, jc 
compares 1956 with 1946—10 years ago. These figures are shown in 
table I. You have copies of this, and you can see the detail there. 

(Table I referred to above is as follows :) 


TABLE I.—Cost factors in the family market basket 


1046 1956 ut 

194¢ 
Farm value $397 $390 | $7 
Spread 370 590 220 
Retail value... te 767 9R0 +213 

Components of spread: 

Wages and salaries ! 166 291 +-125 
Transportation 10) 74 +-34 
Other business expenses. ..-_. 109 161 +.52 
Federal income taxes 28 32 +4 
Total cost increases +215 
Net profits of food processors and distributors after taxes 40 32 8 
Actu: al spread (including subsidized costs 883 590 +-207 
Price-control subsidies 2 —13 | 0 +13 
Spread as reported in the market basket_- 370 590 +220 


1 Employees in food processing, wholesaling, and retailing establishments. 

2 In 1946 the Federal Government paid part of the food bill though price-control subsidies. These have 
since been removed. Part of the widening of spread since then ($13 on the market basket) is to compensate 
for the costs which were not fully reflected in the spread in 1946, 


Mr. Bryeuam. At the same time that the cost of “spread” was in- 
creasing, the rate of net profit for food manufacturers and distribu- 
tors has generally declined. For example, the combined rate of profit 
of food manufacturers and distributors now averages just about 3 
cents of the consumer’s food dollar. ‘This is just about half of what 
it was in prewar 1939—when the combined rate was nearly 6 cents. 
Instead of adding to the spread, the lower rate of profit actually 
helped to reduce it by offsetting to some extent the higher cost of 
wages, taxes and other expenses, for example, between 1946 and 1956, 
lower net profit rates offset about $8 of cost increases on the family 
market basket. 

One pov rerful factor which has helped to hold down spread is the 
increased efficiency res ithe from the food industry’s heavy invest- 


ment in new machinery and equipment and new ‘and modernized 
plants. The cumulative investment covering this modernization ex- 
yansi¢ n over the past 10 vears by food manufacturers totals about $6 
billion. Grocery wore iri have increased their capital invest 
ment per production worker from about $7,500 in 1939 and $8,500 
in 1946 to about $17,000 presently. Had it not been for this great 
increase in machine p! ‘oductivity, manufacturers would have been 
compelled to add a much larger part of the rise in wage rates to food 


prices. This investment began to have an important effect on produc- 
tivity in 1952, according to USDA data. As it applies to the annual 
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family market basket which the Government uses for price compari- 
sons, the actual wage-rate increases paid by manufacturers and dis- 
tributors from 1952 to 1956 totaled $53. However, machine efficien- 
cies so stepped up production and resulted in such cost savings that 
it enabled the industry to absorb $26 of the $53 so that only $27 needed 
to be added to the price on account of higher wages. 

Mr. Anruso. Now, Dr. Bingham, in line with the conversation you 
and I had this morning, we are going to take the balance of your 
statement for the record. The quia will certainly study it, our 
economists will certainly study it, and we will have other experts 
from the Department of Aprisaiouee study it. 

We have reviewed the report Food Cost Trends issued by the sub- 
committee on April 15, which is largely a recapitulation of existing 
Government data. However, we do have two comments about the 
selection and interpretation of this information: 

The period of comparison is only 9 years—not 10. 

The subcommittee report speaks of a 10-year comparison. Yet the 
years selected—1947 and 1956—represent only a 9-year interval. Had 
1946 been used in comparison with 1956, a complete 10-year span 
would have been shown and the comparative trends would have been 
different. 

For example, prices received by. farmers, instead of falling from an 
index of 102.0 in 1947 to 87.4 in 1956, would have shown a fractional 
rise. Their index in 1946 was 87.0. Prices received by farmers for 
dairy products would have shown a rise from an index of 85.7 to 94.2 
instead of a decline from 98.9. 

2, Comparison of retail food prices and prices received by farmers. 
These two price indexes in our opinion are not fully compar: able and 
comparison of them exaggerates the divergence between farm and 
food prices. 

The report stresses “Retail food prices have increased 16 percent in 
the last 10 years, although prices received by farmers declined 14 
percent.” 

However, the Retail Food Price Index includes a number of non- 
farm foods like coffee, tea, fish, and bananas, which have no direct 
connection with domestic farm product prices. Similarly, the Prices 
Received by Farmers Index of the United States Department of 
Agriculture includes a number of nonfoods like tobacco, cotton, and 
flax, which have no direct relation to retail food prices. 

When the calculation is made later on in the report on a more com- 
parable basis (namely, USDA’s family market basket of farm foods) 
the divergence is much less. The retail value of this basket rose 5 
percent between 1947 and 1956 (not 16 percent) and the farm value 
declined 17 percent. Even this is a somewhat incomplete comparison, 
for if the full dollar amount of the farm value decline between 1947 
and 1956 had been passed along to consumers it would have meant 
only about an 814-percent decline in the retail value of the market 
basket. This is because farm value in 1947 represented 51 percent— 
not 100 percent—of retail value. 
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FOOD COSTS OF THE AVERAGE CITY FAMILY 


Our most substantial difference of opinion with Food Cost Trends 
concerns the alleged rise in food costs of the average city family, 
which the subcommittee claims has taken place between 1947 and 
1956. This calculation appears at the bottom of page 6 in the report. 

The report estimates that the average city family spent about $1,500 
for food in 1956, compared with $1,000 in 1947—and increase of $500. 
Basing our calculations on existing Government studies, we find a 
much smaller increase in food costs than this. 

Here is an analysis of what the subcommittee report does: 

Essentially, the subcommittee report estimates city family food ex 
penditures in 1947 and 1956 by multiplying two figures : 

(1) The average income of the average urban family as measured 
by the Bureau of the Census (multiplied by) (2) the average per- 
centage of income spent for food by the average urban family as indi 
cated by surveys of consumer expenditures made in 1947 and 1955. 

We know of only two surveys (both by USDA) which would ap- 
proximately fit this description; namely, food consumption of urban 
families in the United States, spring, 1948, and food consumption of 
households in the United States, household food consumption survey, 
1955. 

The subcommittee report says “Surveys of consumer food expendi- 
os made in 1947 and 1955 indicate that the average city family of 

.3 persons spent 32 to 33 percent of its income after taxes for food 
in each of these years. This is equivalent to about 30 percent of its 
income before tax payments.” The committee then applies 30 percent 
to average city family income in 1947 and 1956 and comes up with 
food expenditures of $1,000 and $1,500 respec tively. 

But we have examined the USDA studies and find the y support the 
following table: 


Urban families 


1955 
1948, 2 or 
more persons 
All 2 or more 
persons 
Average income before tax: 
Annual. $4, 145. 00 $5, 402. 00 | $5, 784. 00 
Weekly $79. 72 $103. 88 $111. 23 
Average income after tax: 
Annual $3, 606. 00 $4, 826.00 | $5, 163. 00 
Weekly $69. 35 $92. 80 $99. 29 
Average size of family 3. 29 3. 26 3. 49 
Average weekly family expense for food $25. 57 $30. 77 $32. 75 
Percent of weekly income spent for food: 
Before-tax income 32. 1 29.6 29. 4 
After-tax income ___.- 36.9 33. 2 33.0 


Based on these figures, city families on the average are not spend- 
ing the same percentage of income on food as they did 10 years ago. 
Between the 1948 and 1955 surveys the pretax percentage dropped 
from 32 percent to 2914 percent; the aftertax from nearly 37 percent 
to 33 percent. 
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If we accept the method used in the report and apply these per- 
centages to the average pretax income figures for city families shown 
in the report, we get a food expenditure of $1,075 in 1947 and $1,475 
in 1956. That is $400 (37 percent) increase; not S500 ( 20 percent) 
as estimated by the report. But we have reason to believe that the 
method itself may be questionable and that the increase in food 
expe snditures was less. 

for example, USDA stated in an August 27, 1956, press release on 
its 1955 survey “family spending for food increased about 25 percent 
per household between 1948 and 1955.” The figures in the table we 
have presented show that the average food spending of city families 
in the 1948 survey was $25.57 and the average spending for a city 
family of the same size (3.3 persons) in the 1955 survey was $30.77— 
an increase of $5.20 (20 percent). The average spending of 2 persons 
or more families was $32.75 in 1955. This was $7.18 (28 percent) 
above the 1948 figures, but for a larger average family (3.5 persons). 

There being no studies bearing precisely on the median income fami- 
lies used in the subcommittee’s report, we don’t know exactly how much 
their food expenditures actually increased between 1947 and 1956. 
However, based on the evidence cited we believe the increase may only 
have been $250 to $300 in contrast to the $500 estimated by the 
committee, 

We also believe the estimated division of this total food spending 
increase shown on the table on page 6 of the report is wide of the mark. 
This appears to be particularly so in the instance of payments to mar- 
keting, transportation, and processing agencies—in other words the 
spread. The report estimates that this spread rose from $530 in 1947 
on the food bought by the average urban family, to $930 in 1956—a 
75 percent increase. 

While we do not know the basis of this calculation, such an increase 
is out of line with Government data we have seen. For example, the 
USDA’s so-called marketing bill for domestic farm foods rose from 
$17.8 billion in 1947 to $29.0 billion in 1956—an increase of 63 percent. 
This reflects not only cost increases but a larger quantity of better 
food sold to more people. The population has increased about 16 
percent over this 9-year period. That means that the average market- 
ing bill for a uniform sized family has increased only about 40 per- 
cent, scarcely more than half the increase shown by the subcommittee 
report 

‘he report explains this questionable 75 percent increase in market- 
ing charges largely on the basis that the average city family in 1956 
purchased many more ready-prepared, fresh-frozen, and specifically 
package foods than in 1947, 

[f the correct increase is more nearly 40 percent than 75 percent, 
then the importance of processed foods in explaining the increase is 
correspondingly less. In fact, since the market ing cost for a fixed 
market basket of food rose 27 percent over this 9-year period, that 
would leave only 13 points to be explained by the growth of processed 
foods and other factors. 

As we have shown elsewhere in our presentation, some of the highly 
processed convenience foods save the consumer money rather than 
adding to her food bill. On a more general basis, the Department of 
Agriculture has shown that the processing marketing bill for farm 
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food products rose about $23 billion between 1940 and 1955. Of this, 
about one-quarter—$6 billion—is attributed to the cost of additional 
services consumers are buying as part of their larger consumption of 
food, services which did not exist in 1940. These services include the 
built-in maid services and the additional restaurant services. The 
remaining three-quarters of the increase in the processing-marketing 
bill is due to the rise in cost factors and larger volume. 


TWO FACTORS FUNDAMENTAL 


We believe the subcommittee will find as it studies the situation that 
the growth of convenience foods is not the major reason for the rise 
in price spread. All of our studies indicate that the major factors 
continue to be rising cost rates, particularly the higher costs of wages 
and taxes. 

Mr. Brnenam. Might I, sir, have the opportunity, not to get into 
that part of it, but simply the last paragraph which does not relate 
to the report of the committee / 

Mr. Anruso. Yes. You understand we do not want to get into 
any fight between the economists at this time, because the economists 
are like psychiatrists, they can get into all kinds of different views. 

I would like to note for the record the presence here this morning 
of our esteemed chairman, Mr. Cooley. He is certainly responsible 
for the creation of this committee, and he is taking an interest in 
being here this morning. 

Mr. Cootry. Mr. Chairman, may I compliment the gentleman for 
the splendid statement he prepared and presented to the committee. 
I should like to inquire what use are you making now of the film 
to which you referred ? 

Mr. Brncuam. Well, sir, we are making very little use of it at the 
moment, because it has just been processed on a basis which we can 
make it available. It is now ae and our intention is to make it 
available, first of all, to interested groups, those people who have an 
interest in price spread, rather than trying to sell it generally to 
the public. Because when you sell generally to the public, you need 
a bigger budget, and we do not have a big budget. So it is available 
to all interested parties, farmer groups, homemakers, business groups, 
anybody who might want it. 

Mr. Cootey. You will have a copy available for the committee, will 
you? 

Mr. BrncHam. We will be very pleased to provide a copy of the 
script and record, and I believe we have already supplied the text. 

Mr. Cootry. What is the basic purpose of the film, to show exactly 
what happens in the spread we are discussing ? 

Mr. Brycuam. Well, sir, we have thought about spread in two ways. 
When we first started speaking about it a number of years ago our 
approach to the thing was to just take a look at it, and take a look at 
the cost, and say: What happened to the costs? But the more we 
thought about it, the more we thought that was not really the story 
that needed to be told on the spread, at least it was not the complete 
one. What we thought we had to do was to get into the matter of, not 
what it just cost, but what it paid for, how the employees, people or 
consumers, or farmers booed’ between the thing that happened 
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Mr. Cooter. In other words, do you emphasize built-in services that 
go into the marketing food basket now ? 

Mr. Bincuam. Yes, sir. 

Mr. Cootry. You show in the film what the housewife is receiving 
now, compared to what she was receiving 10 years ago, or 15 years agot 

Mr. Bineuam. That is right, sir. 

Mr. Coorey. I certainly would be interested in seeing a copy of it. 
Of course, the thing about it is, the consumers thought the farmers 
received too much, and we hope, by this subcommittee, to bring out the 
facts in such fashion that the consuming public might be impressed 
with the subject we are studying. The housewife seems to be under 
the impression that the farmer is getting rich, whereas, as a matter of 
fact, we know that the cost of living has constantly gone up and the 
cost of commodities has constantly gone down, and that is what is 
disturbing all of us. I hope that this film will be shown in places 
where consumers, and civic clubs and others might have an opportun- 
ity to see it. I first want this committee to see the film as soon as you 
can make it available. I shall try to arrange a meeting of the full 
committee so that we may have an opportunity to see the picture. 

Mr. Bineuam. Well, sir, we will have a copy of the film in the mail 
to you this evening. 

Mr. Cooter. That will be fine. Thank you, sir. 

Mr. Anruso. Thank you. 

Mr. Dixon. Mr. Chairman? 

Mr. Anruso. Mr. Dixon. 

Mr. Drxon. Mr. Bingham, I notice on page 7 you state: 

* * * the combined rate of food manufacturers and distributors now averages 
just about 3 cents of the consumers’ dollar. 

Mr. Brncuam. Yes, sir. 

Mr. Dixon. Do you have data to show what your profit ts are in terms 
of your capital outlay and investment? That is the way we usually 
jiook at profits. 

Mr. Brycuam. Well, sir, we do, and I will be very pleased to provide 
the committee with that. Ido not have it in my briefcase. 

However, I will tell you what we have at GMA, we have a sample 
of 89 grocery manufacturing concerns, which we thinks is representa- 
tive. It is split up pretty much in proportion to the products in the 
market basket, and we have been keeping the net profits of these 
companies, as ‘they are reported in annual reports each year for a 
number of years beginning in 1939. So most of our comments are 
based on that. In terms of the rate of return on investment, we have 
not kept that asa series. There are series on this kept by the National 
City Bank, and also, I believe, by the Sebattenas of Agriculture, 
which show profits per dollar of investment. 

Was that your question ; was that what you would like to have? 

(The data above referred to were submitted to the subcommittee.) 
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(The information was supplied by Mr. Bingham as follows :) 


TABLE 1—GMA sample of 89 grocery manufacturers’ sales, after-tax earnings 
and taxes, 1939, 1946-56 


Year 


1939 

1946 is 
1947 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 (estimated)! 


{000 omitted] 


Sales 


$5, 382, 140 
10, 576, 497 
14, 948, 097 
5, 095, 467 
564, 187 
952, 254 
8, 420, 079 
19, 189, 200 
19, 328, 072 
19, 601, 481 
20, 600, 000 


Sooo 


1 
1 
1 
1 
] 


1 Estimate based on sample of 55 companies now available. 


TABLE 2.—GMA sample* of grocery manufacturers’ net e 


Year 


1939 , 
1946 


Siete 


net worth 


| Millions of dollars] 


Number of 


companies 


Calculated by GMA from annual reports and Moody’s 


5, 780, 962 | 


A fter-tax Corporate 
earnings income taxes 
$245, 969 $59, 203 
431, 172 301, 058 
500, 510 368, 012 
468, 809 325, 291 
441, 459 283, 383 
547, 024 425, 600 
433, 679 502, 663 
409, 609 480, 772 
477, 603 554, 563 
491, 106 516, 298 
571, 061 583, 787 


598, 000 


Net earnings 


Net worth ifter taxes 
$2, 298 $238 
2, 901 426 
5, 262 571 


Earnings as 
& percent of 


Sales 


SNe N Kw eS 
ie 2onN 


Nw rr 


arnings after tares on 


Percent of 
earnings on 
net wortl 


10.4 
14.7 
10.9 


TABLE 3.—Annual rate of net profit after tares on stockholder’s equity 


Year Food manu-! All manu- 
facturing facturing 


Percent 


1947... 17 
1948___. 12 
1949 11 
1950 12 
1951 8 

NorTe.—Year-t%-year comparisons 


cedure and enlargement of sample. 


Percent 
6 15. 6 1952 
9 16.0 1953 
s 11.6 1954 
4 15.4 1955 
2 11.8 1956 


are not completely consistent duc 


Year Food manu-| All manu 
facturing 


Percent 


7 
& 


be 
& 


V9. < 


Source: Quarterly Financial Report for Manufacturing Corporations, FTC-SEC, 


6 


facturing 


Percent 
10.2 
10.5 
9.9 
12.5 
l 


tr 


» to slight changes in sampling pro- 
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TABLE 4.—Average annual percentage rates of net income after taxes to net assets 
of leading manufacturing corporations © 


Utner 
Year Bak- Dairy Meatpack food All manu 
ing products ing prod- | facturing 2 
uct 

1939 8.7 9.9 1.9 4.1 10.3 8. § 
1940 7.6 9. 1 5. ¢ 4.8 10.9 10.3 
1945 10.0 11.7 Fi 7.2 11.0 9.1 
1946 21.8 18.9 10.8 9. § 8.1 12. 1 
1947 20. 2 15.4 12.0 i “vu. 9 17.0 
1948 21.4 14.0 7.2 > 17.4 18.4 
1049 17.8 15.2 s x3 14.4 13.8 
1950 16.1 13.9 t 10.8 17.1 
1951 12.2 10.8 12.1 L.¢ 14.4 
1952 12.2 10. 5 3.8 % 0.0 12.3 
1953 12.0 11.0 6.7 1. | Y 12. 5 
1954 11.3 12.1 3.3 4.9 11.3 12.4 
1955 12.0 12.1 8 5 1.8 11.9 
1956 12.1 12.4 7.7 1.8 11.3 

! Book net assets at the beginning of each year are based upon the excess of total balance sheet assets over 
liabilities; the amounts at which ts are @?rried on the books are far below present-day values. 

2 Including both food and nonfood manufacturing 

Source: First National City Bank of New York (as ished in Fi National City Bank Monthly 
Letter on Business and Economic Conditiot For 1958 « a 1956 figures see A l 


Mr. Drxon. I do not think that your report is the proper way to 
report the profits to the publi 

Mr. Bincuam. Might I coniment on that, si 

Mr. Dixon. We usually think of profits in terms of the total 
vestment. 

Mr. Brneuam. Might I say a word about that, sir—if I may? 

Mr. Anruso. Yes: go aed 

Mr. Brneuam. Well, I think that there are different kinds of profit 
rates that are quite eae for various purposes. I think if the pur 
pose is to say manufacturers or distributors are getting rich, or making 
too much or too little in terms of what they invest, then I think the 
matter of rate of return on investment is a very important one. 

It is also an important one in deciding whether or not to invest 

particular industry. 1] age that the rate of return, converted 
to a profit per dollar of sales, or per dollar of price, or per dollar 
of food which the consumer aed s, 1s relevant in answering the ques- 
tion: How big a portion of ac onsumer’s food price is made up of prof 
its? I think both of them have their place 

Mr. Drxon. Would it not have been better to give both so that we 

can get a complete picture, rather than just the one side of it? 

Mr. BrnewamM. Well, from the standpoint of a complete analysis 
of the food industry, I would say yes, and we would be glad to supply 
what we have. I think from the standpoint of answering the ques 
tion, What happens to the dollar spent for food, that it is not directly 
applicable. We would be glad to provide it. 

Mr. Dixon. Don’t you think that this would convey to the house 
wife that there is only a net profit of 3 percent on the investment ? 

Mr. Brnenam. Weil, it might. 

Mr. Dixon. And probably that is not true? 

Mr. Bincuam. Well, that I would certainly say, that is not true 
that the rate of return 

Mr. Dixon. Because you have such a turnover there. 
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Mr. Jounson. You also have your rental profit that is not covered 
there, do you not? 

Mr. Brxeuam. Our attempt in this statement here is to show the 
total profit of definable people in the lifeline, the manufacturers 
and the distributors. So the figures we have shown on a combined 
basis relate to the total of manufacturers and distributors, not just 
the manufacturers. 

Mr. Jonnson. It does not include retail profits? 

Mr. Bineuam. It does include retail. 

Mr. Jounson. It does? 

Mr. Brnewam. It does. 

Mr. Anruso. Dr. Bingham, you state that your organization is 
made up of about 300 of ‘the Nation’s le: iding grocery manufacturing 
companies. Could you tell us about how many companies are en- 
gaged in grocery manufacturing ? 

Mr. Brneuam. I think that “depends upon your definition of gro- 
cery manufacturing. Are you thinking now of packaged proc sessed 
foods sold pretty generally 4 You are not thinking of local retail 
bakers and that sort of thing, you are thinking of people who would 
package a product and sell it nationally ? 

I do not think I have ever seen a figure on that. It probably runs 
into a couple of thousand, if you take the pple who would operate, 
you know, just on a fairly regional basis. I do not know exactly 
how many. The Department of. Agriculture—I am sorry. 

Mr. Anruso. How many of these companies are large enough to 
finance their needed research program ? 

Mr. Brineuam. I do not suppose anybody is large enough to finance 
his needed research program. Because I think all of us would admit 
that the more we can do, particularly in areas where there might be 
productive help, the better. So I really do not know how to answer 
the question. 

Mr. Anruso. What in your opinion is the reason for the lack of 
publicly financed research in this field ? 

Mr. Bineuam. I was not aware that there was a lack of publicly 
financed research. It was my impression that Department of vy 
culture had attained a fairly substantial fund over the years for th 
conduct of research work, so I would think that maybe sdateay 
financed research was fairly heavy. 

Mr. Anruso. Well, we have had testimony to the contrary. You 
have no opinion on that, is that correct ? 

Mr. Brncuam. I would not express an opinion as to the adequacy 
of the funds that the Department has gotten. It has gotten funds— 
which we would be glad to see them get, I would say. 

Mr. Anruso. What is your organiz: ition doing to lower the cost of 
manufacturing staple food produets for families with low per capita 
income ? 

Mr. Brnenam. I would say this, Grocery Manufacturers of Amer- 
ica has a primary focus. Tt has many different types of manufac- 
turers within it, some of which manufacture food; some do not even 
manufacture food; they manufacture different kinds of food. So 
the primary focus of our interests is on what one might term the 
marketing portion. This is the common element between our manu- 
facturing companies, and we actually do not, as an organization, get 
very deeply into pro@uction methods. Generally speaking, the prod- 
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uct type organization to which our people also belong, like the can- 
ners or the 1 meat packers, or those people, tend to concentrate more 
on the physical production side of the thing and we on the marketing. 

Now, on the marketing side of the thing, we do have six merchan- 
dising committees who meet pretty regularly across the country, and 
their | purpose in life is to economize and make more productive the 
marketing process. We try to get into such matters as how to make 
advertising pay off more eifectively, how to make the manufacturers’ 
salesman pay off more effectively. So it is in the marketing areas that 
most of our emphasis is. 

Mr. Anruso. I understand. But there is no dispute to the fact that 
the low income group must buy to support their families, and would 
you say that your industry, as large as it is, should concern itself with 
trying to bring the cost of staple foods down for this low-income 
group ¢ Shouldn't you have some interest in that / 

Mr. Brneuam. I do not think there is any doubt about our having 
an interest in it, but our member companies having an interest, and 
[ think actually trying to do it—— 

Mr. Anruso. You are making some effort in that direction? I 

thought you said you were not concerned with that 

Mr. Brncuam. Well, what I said, I believe, was that as an organi- 
zation, our primary focus was on the marketing side, and an attempt 
to make marketing more efficient, rather than on the production side. 

Mr. Anruso. I see. 

Y esterday Dr. Herrmann of the Department of Agriculture—you 
were not here, I understand that ~presented data which indicated that 
after allowing for the increase in marketing services in 1956, 17 per- 
cent more workers were required to process and distribute the food 
than in 1940. Yet, this food was produced on the farm with 27 per- 
cent fewer workers. How do you account for this much greater in- 
crease in efficiency on the farm than in the food marketing ¢ 

Mr. Brncuam. Well, that is a big one, and I suppose you could 

spend a day on it. One of the things, I would say, was that a great 
deal of progress, I believe, has been made in farming methods. 1, like 
vou, am not a farmer, but I believe that the Government, the agri- 
cultural colleges, have produced a lot of know-how within the last 30 
years, and even longer. I think for a long while farmers may not 
have been in a position to take advantage of all of these things. And 
[ do think that, whether they are prosperous or not, at least during 
the war period, their income did increase comparatively well. They 
perhaps were put in the position to take advantage of the accumula- 
tion of know-how, which they perhaps had not been able to finance 
before then. 

I think these comparisons between industry and agriculture are not 
merely so sharp in favor of agriculture productivity if you take a 
longer term trend. I think that is one factor. 

i think another factor may be that some of these things may be 
bikes al in nature, where you may find things in the way of hybrid 
corn, or something else, that will give a tremendous ine rease in pro- 
duction. Maybe you cannot do quite the same with machinery. 

! honestly do not know the complete 2 nswer to the question. 

Mr. Anruso. Do you agree with the statement that there is greater 
efficiency on the farm than there is in food marketing ? 


92495—57—pt. 1 5 











62 FOOD COST TRENDS 


Mr. Bineuam. I do not think we can say that, sir. I would say 
that the percentage increase in output per man-hour on the farm has 
perhaps eae larger over the period that Dr. Herrmann mentioned 
than it has been in industry. 

Mr. McIntire. Dr. Bingham, on that point, while the number of 
persons for output on the farm, at least, the number of people on the 
farm required to provide the necessary food, has been decreasing, 
according to your statement the number employed in the processing 
of food—I do not know whether your statement included processing 
and distribution. 

Mr. Brneuam. It did: yes. 

Mr. McIntire. Would it be true that there has been an increase in 
the total services demanded between the producer and the consumer, 
which in part, at least, results in an increase in employment in han- 
dling a given volume of food, you might say ? 

Mr. Brnenam. I think the answer to that has to be “yes,” it is a 
matter of degree. That increase in production workers, distribution 
workers, and so forth, I think is made up of several things, one of 
which is the larger total volume of food which is being marketed over 
this period. That alone would tend to increase. 

Another one is the large amount of services which people are 
demanding in their food, or even a shift in the kind of food which 
may be purchased. 

And I think another factor which tends to get lost in these, some- 
times, is the restaurant eating, because I believe it is correct to say that 
in the figures we have quoted, right along in here, and Dr. Herrmann 
presented on a more up-to-date basis, that some of that so-called 
increases in built-in services is restaurant services, more eating out. 

So I would say it is a combination of several factors—— 

Mr. McIntire. I would just like to ask for a closer clarification of 
the group you represent. 

Mr. ns ean Yes, sir. 

Mr. McIntire. In your reference on page 4, you state that grocery 
aadicetende are spending in excess of $100 million a year on re- 
search, and then you go on to the next line and say they are spending 
more than $800 million a vear on advertising. 

You are representing a group of folks who are both in the process 
and selling field ? 

Mr. Bryenam. Right. 

Mr. McInvttre. So that the $800 million refers to the efforts of this 
element in this distributive system of merchandising a product which 
they are also processing or manufacturing ? 

Mr. Brneuam. That is right. One minor point to be cleared up: 
The figures that I have quoted there are not membership figures, they 
relate rather to the total of all such people—not just our members. 

Mr. McIntire. But these figures you have quoted do not include 
the advertising on the part of the wholesaler or retailer ? 

Mr. Brnenam. No, sir; our only comment there was that adding to 
this expenditure by manufacture as we think that well over a billion 
dollars is spent in that fashion. 

Mr. McInrime. Your group does not represent the manufacturers 
of the equipment that goes into the processing: it is a group repre- 
senting the actual processors and distributors, at least to the point of 
distributing your own—— 
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Mr. Bineuam. Yes; when one says distributor, one should conceive 
this is a manufacturing organization that markets wp to a point, and 
then perhaps a wholesaler and retailer, or perhaps only a retailer, 
then takes over. 

Mr. Anruso. If there are no further questions, we thank you, Dr. 
Bingham, for your statement and hope that we can call wpon you 
again, perhaps, to see that film. 

But you are going to furnish us, as you say, with the transcript and 
film ? 

Mr. Bincuam. Indeed, it will be in the evening mail. 

Mr. Anruso. Thank you very much. 

Is Congressman Coad here? 

All right, there being no further witnesses for today, this meeting 
stands adjourned until 10 o’clock tomorrow morning. 

Mr. Anruso. The committee will come to order again. 

Congressman Coad, we will be giad to reconvene ‘if you would like 
to testify ? 

Mr. Coan. It is entirely up to you, sir. 

Mr. Anruso. No. No: you took the trouble of coming down here, 
and I think we ought to hear you. 

Proceed. 


STATEMENT OF HON. MERWIN COAD, A REPRESENTATIVE IN 
CONGRESS FROM THE SIXTH CONGRESSIONAL DISTRICT OF THE 
STATE OF IOWA 


Mr. Coap. Mr. Chairman, my name is Merwin Coad and IT repre- 
sent the Sixth Iowa District in Congress. I wish to take this opnor- 
tunity to express my sincere appreciation for being permitted to 
appear before this subcommittee to join in the study of the price dif- 
ferences between the farmer’s prices for his products and what the 
consumer has to pay. TI shall not discuss subjects of price supports 
for farmer nor price controls for consumers. 

As there is an obvious spread between the farmer’s receiving price 
and the price which the consumer pays, we know that the middlemen 
are receiving the difference. There are many different types of mid- 
dlemen. There is the processor, transportation interests, labor, pack- 
aging materials, merchants, advertising media, storage charges 
corporation taxes, corporation profits, and waste caused by spoilage, 
deterioration and those parts trimmed away to make the various prod- 
ucts more palatable. 

[ believe it is safe to say that the American people have demanded 
that their food products be of the best quality and merchandised in 
small packages which necessitates much handling and expensive 
wrapping. However, we have also found many new methods of pre- 
paring and storing various foods for year-round consumption which 
have been beneficial to the health diets of our people. 

With new methods of merchandising, with more and more people 
demanding an expanding variety of food products, we find, however, 
that the farmer has lost a large percentage of his share of the con- 
sumer dollar at a time when the consumer is having to pay more and 
more for the food which he purchases. ae 

It is an acknowledged fact that the farmer has been receiving less 
and less when we view the other prices received by the various seg- 
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ments of the American economy. Using the parity index as compared 
with the cost-of-living index, we find the fol owing: 

In the year 1939, the parity ratio was 77 percent, the cost-of-living 
index stood at 59.4. In 1948, the parity ratio was 110 for the farmer, 
but the cost-of-living index was 102.8. In 1949, the parity ratio for 
the farmer was 100 percent ; the cost-of-living index was 101.8. I have 
the other subsequent years, but I would like to point out that in 1951 
the parity ratio for the farmer was 107, and the cost of living, however, 
jumped to 111. 

Now, in 1953, with parity standing at 92, the cost of living was 114.4. 
For 1956—and I shall furnish all of these for the record—the parity 
ratio average was 83, but the cost of living was 116.2. 

Now for the month of February 1957, the parity ratio was 80 per- 
cent, but the cost of living was 118.7. 

Now, not all foods are expensively packaged and merchandised in 
deluxe fashion, but I wish to point out that this is a definite tendency 
and may be the cause of less consumption among those of low-income 
groups. The more it takes to pay for the packaging and merchandis- 
ing, the less there is left for the actual food products. 

I do not wish to single out the actual packaging as being the only 
item which creates the farmer-consumer price spread. But, as 1 
previously outlined, there are many middle costs to be taken into 
consideration and none of them can be ignored. 

However, I wish to emphasize that the high consumer costs for 
foods tend only to create a condition of underconsumption among the 
masses who can least afford high prices. 

Inflation always tends to run away from the low-income groups, 
causing them to lag in purchasing power with the outcome of lower 
amounts of food consumed. 

Not all of the causes of the farmer-consumer price differential can 
be confined to inflation or modern packaging techniques. There are 
those obvious instances where eggs are m: arketed at a local receiv ing 
point and the consumer has only to walk uptown to repurchase 
the same eggs for nearly twice the price at the local grocery. There 
are other instances where the farmer receives less and less for live- 
stock but the prices on the particular cuts of meat do not drop much, 
if at all. Mergers of all sorts and improved handling and merchandis- 
ing methods have not brought corresponding price increases to farmers 
nor reduced prices to consumers. 

We are all aware of the various factors which ostensibly have 

saused the farmer’s prices to drop and which have supposedly caused 
the inflationary cycle of higher and higher consumer’s prices. These 
factors are many and so complex that every segment of the economy 
is touched by them and all economic conditions are important in the 
role which ae play. The all important question is on how to bring 
the price the farmer receives and what the consumer has to pay 
closer together. It is obvious, in order to do this, if this condition 
is to come into existence, that the farmer will receive a greater share 
of the fewer dollars which the consumer would spend. This simply 
means that the middleprice influences will receive less. If the middle- 
men receive less of each dollar which is spent, it is obvious that 
they will have to do a larger volume of business to maintain a constant 
level of income profit. This would simply mean that a larger 
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consumption of food would become a reality, or it would mean fewer 
middlemen, or both. 

A larger consumption of food is indicated by our ever-expanding 
population and the need for greater per capita consumption of food 
among about 12 million of our lower bracket income groups. 

Surely, we are on the verge of a breakthrough in making tech- 
nological advances which will give us new methods of using farm 
products for a wider variety of industrial purposes. There has been 
a rather widespread feeling that we should not use agricultural 
products for industrial purposes but for food and clothing only. We 
must realize, however, that the idea of using grain for the making of 
industrial alcohol to be used as motor fuel is not greatly different 
from burning oats in horses. Studies have been made which indicate 
that the gate might be opened to newer fields of use of farm products. 
These fields should not be overlooked for many of these uses do not 
call for many of the middlemen costs which have associated them- 
selves with historical uses. 

The further industrial use possibility of agricultural products is so 
greatly important because many of the uses that could be made are 
those which do not require expensive handling costs and distribution 
costs. This, then, would bring about a product ready for use at a 
nominal expense to the consumer but would tend to elevate the 
farmer’s prices for such commodities used because of increased con- 
sumption. 

This presentation, while being very brief, has called for greater 
consumption of farm products whether for human consumption or 
for industrial purposes. But we must ever be watchful that the 
price interests of both farmer and consumer are protected for the 
mere expended consumption does not automatically guarantee a 
higher price for the farmer nor a lower price for the consumer. But 
under proper circumstances the pricing structure should bring about 
a more equitable farmer-consumer price level. 

Thank you very much. 

Mr. Anruso. Congressman Coad, this committee thanks you for 
your very valuable contribution in your interest in the work of this 
committee. You have certainly made some very valuable suggestions, 
particularly, your suggestion of new uses for agricultural products. 
That certainly deserves the attention of this committee. 

We thank you very much for your contribution. 

Mr. Coap. Thank you. 

Mr. McIntire. Congressman, I do want to join in expressing ap- 
preciation of your interest in the subject matter of this subcommittee. 

I was interested, and I am sure the figures are familiar to you, but 
I think it is interesting to know that, and particularly in view of 
your reference to the high cost of living, and so forth, that there is a 
lower percentage of the wages earned going into food today than 
practically ever before, which would seem to me indicative of the fact 
that the high level of employment which exists today, together with 
the level of wages which exist today, which is also at peak, is giving 
folks of this country a far broader selection of choices of the use of 
their income. And in spite of the fact that there is a higher level of 
cost with relation to particular food items, still the average wage earner 
today is spending less for food than he ever did before. That, of 
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course, does not clarify this whole situation, but it is an interesting 
fact just the same, don’t you think ? 

Mr. Coan. Well, that is right. I know certainly that we all like 
quality, and we all like to receive our food products done up in the 
finest fashion. 

In the first place, normally you can see them through cellophane, 
and if they are printed up fancy and packaged in ribbon—but the 
itemized account of this kind of thing is that you can buy a lot of 
package and a lot of ribbon for the pound of food that you actually 
get. | 
~ Mr. McIntire. Yes, but don’t you think it is a characteristic of the 
American economy that we go to the market place with a free choice? 

Mr. Coan. Oh, that is right. | 

Mr. McIntire. To the extent to which we can pay for those things, 
we demand those things, and the public generally is in a position to 
pay for a substantial part of its products to be done up and packaged 
the way it wants? 

Mr. Coan. Substantially I will certainly agree with you, sir. And 
yet, I wish to point out again the fact of at least the 12 million, and 
that is a substantial amount, that are not able to buy, even selectively, 
as they like, and I am sure, too, that we all agree that it is the very 
small percentage of overproduction of farm products that creates the 
surplus which tends to reduce the price. And my contention thereby 
would be that if we had the consumption among all of our people, 
not just most of them—and I will agree that most of them have that 
economic capacity—but if all our people had that capacity, then per- 
haps that small percentage of overproduction would not exist, and 
our prices then for the farmers would come up. And also our con- 
sumers could thereby more adequately utilize the diet that they re- 
quire. 

Mr. McIntire. Thank you. 

Mr. Drxon. Congressman Coad, you rather infer that our food 
distributors and handlers should prepare foods in quantity and bulk 
with less fancy ribbons and cellophane for these 12 million people 
who lack funds to pay for trimmings. In other words, they should 
give these 12 million a little choice, is that your suggestion ? 

Mr. Coap. Well, you understand, sir, I am not trying to make any 
class differentiation among our people—— 

Mr. Dixon. That is right. 

Mr. Coap. But we can certainly remember the days of the Long- 
‘horn cheese and cracker barrel that we do not have now. And I do 
not know what the difference was between the farmer and consumer- 
price spreads in those days—but, in my lifetime, I can remember 
grocery-store conditions such as those. 

But I doubt that the price spread was as great as it is now. And 
it should not have been, at least, because we do have many more proc- 
esses, we have refrigeration, and we have not only cellophane, but 
cans and pasteboard, and we have all kinds of selling units in adver- 
tising media and transportation, and it is somewhat higher. I am 
not saying they are bad at all, but I am saying that they exist. 

Mr. Dixon. You are saying they are out of reach of some of the 
consumers ? 

Mr. Coan. That is true. 
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Mrs. Knutson. Mr. Chairman, I inject a question here, or maybe 
an answer ¢ 

I think an answer to that, Mr. Coad, would be a national food- 
stamp plan. Wouldn’t you think so? I have introduced one, and 
I would certainly like to see it roll. 

Mr. McInrire. I was rather interested in your observation relative 
to the cracker barrel. Do you think if a chainstore placed a cracker 
barrel in its store and filled it with crackers it would sell better out 
of the cracker barrel than off of the shelf? 

Mr. Coap. Well, I stated in my original statement—— 

Mr. McIntime. I am not concerned with your original statement, 
I am just concerned with the answer to that observation. 

Mr. Coap. Of whether or not they could sell crackers out of the 
barrel ? 

Mr. McIntire. Do you think they would sell the crackers out of 
the barrel or off the shelf ? 

Mr. Coap. Well, I said that the American people have demanded 
that their food products be merchandised in small packages 

Mr. McIntire. All right, which way do you think they would sell 
them? You say there are 12 million people here who want to buy 
stuff cheaper, that need to buy stuff cheaper, and that they are the 
ones that are going into the store, too. Do you think the chainstore 
would sell the crackers out of the barrel ? 

Mr. Coan. Well, I would say there would be a tendency to buy in 
bulk, as long as you are not putting them into too large of a bulk. 
After all, there is family economy and—— 

Mr. McIntire. They can pick up a bag and put in there what they 
want. Do you think they will buy out of the barrel ? 

Mr. Coap. Well, I would say that the barrel has its drawback. 
First of all, for sanitary reasons, the total lack of any packaging. 
Yet, I will also say that while they would sell more off of the shelf, 
I also know that when we get rid of surplus foods out in our county 
courthouses, that they come in brown paper sacks merely marked 
“cornmeal” or “cheese,” or whatever else it is, and it is just as good 
food, and the diet is supplemented thereby just as much. 

Mr. McInrirme. Sure. You are putting that package into the aver- 
age retail store. Will that same individual buy it in the retail store 
when he can go to the county courthouse—and get a gimmick with 
it? Do you think he will buy it? 

Mr. Coap. Well, of course, your advertising media is not set up to 
sell it that way, and I think that would play an important part in it. 

Mr. McIntire. Well, then, the point is that actually when this man 
goes to the store, even if he is in the 12 million population class, 
actually when he goes to the store he does not want stuff packaged 
quite the same way that you would infer by giving him the bulk 
quantity, the opportunity of bulk purchasing. He is selective, too, 
isn’t he? 

Mr. Coan. That is true, and I never attempted to indicate that he is 
a second-rate citizen, either. 

Mr. McIntire. By all means he is not. And he certainly is not, 
because he goes to the market place, he is selective, he wants some 
stuff packaged, and that is the best—— 

Mr. Coap. I am not saying these features are not good. 
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Mr. McIntie. I beg your pardon ? 

Mr. Coap. I am not saying these features are not good. First of 
all, they are packaged to the family unit of consumption and they are 
also more sanitary. I think we have made very definite improvements 
along the line. But I am also saying they exist—but they are not bad. 

Mr. Mcintire. We are struggling here, 1 think—if I view the 
proper interpretation from some of your observations—and perhaps 
we are overextending the matter of packaging, processing, and pre- 
paration, because of the fact those processes have to be paid for in the 
retail cost; but that is just a known fact. 

But this trend we are in, I gathered from your statement, was put- 
ting these things beyond the reach of the 12 million folks to which 
you refer. 

Was I right in that deduction ? 

Mr. Coan. I think that that is a fair statement, yes. 

Mr. Mcinviire. Well then, do you think that the distributive ele- 
ments should adjust the merchandising prograins and make available 
these things in a different category, or different type of packaging, 
in order to reduce prices, in order that the 12 million can go to the 
market and buy ¢ 

Mr. Coan. Well, I think that it has been a commonly conceived and 
oft, expressed idea that the farmer produces more, and thereby we 
are to have cheap food. Now it just simply has not come into exis- 
tence. I was attempting to point out the reason why it had not is 
because we have these middiemen expenses. 

Mr. McIntire. Yes. 

Mr. Coap. Now we are trying to get farmer’s prices up, and we are 
still trying to protect the consumers from having to pay more, and 
we are caught in a spiral of inflation for the consumer and a down- 
ward depression for the farmer. And I believe, certainly, that it is 
the only obvious thing that we can ever conclude, that is, the fact that 
somebody in between is getting money. That is all—that is where 
it is. 

Mr. McIntire. For services performed or not performed 4 

Mr. Coan. Well, I have not said that they were not performed. 

Mr. McIntire. No, 1 know. But I was just 

Mr. Coan. But I have said that where there were mergers and often 
instances where they were lower farm prices, not always do we find a 
corresponding downward marking of the food cost. Now in that 
instance, then, I would think that there might be some attempt to 
maintain a higher consumer price level without giving the farmer 
the benefit of the doubt in his instance, nor the consumer the benefit of 
price changes when the farmer’s price changed. 

Mr. McIntire. But the fact remains, though, Congressman, that | 
our economy, both the grocery field or any other field, by its very 
nature is quite responsive to the demand of the consumer, and that 
some of these things are built in because they are going off the shelf 
after they were built in. And the trend is to prepare, in view of 
our standard of living in this country, which is the highest, of course, 
that it has ever been in the history of our country—and the trend 
is to build in these services in order to adjust them to changes in the 
standard of living, and the proof of the worth of this packaging is 
whether it goes off the shelf or not. 
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And don’t you think it is the buying habits of the public at large 
which dictate a great many of these changes? 

Mr. Coap. Well, that may be true, but that does not solve the pri- 
mary question before this ileal, and that higher consumer 
costs compared with lower prices received by the farmer. 

Mr. McIntire. Oh, I realize that it does not solve it. It is alla 
part of the total picture, don’t you think? 

Mr. Coap. Well, we could delve in also to the kind of a thing that 
would say that inflation would be a good thing because the farmer 
would receive more and the consumer would probably pay more 
percentagewise, but I do not think any of us would be in agreement 
on that. 

Mr. McIntire. No; certainly not. 

Mr. Coap. Because that has contributed to this problem now. 

Mr. McIntire. Yes, it has. 

Well, Mr. Chairman, I won’t take any more time. I just did not 
get my answer on < cracker barrel, though. 

Mr. Coan. Well, I agree crackers out of the box would probably 
much outsell those in the barrel because of more sanitary p: ackaging. 

sut we have passed the cracker barrel stage, and yet you still have 
more crackers for your dollar out of a barrel. 

Mr. Anruso. Mr. Coad, I assume that you just were not referring 
to crackers, you had other things in mind, and I wonder whether 
you would want to enumerate for the record some of the products 
you think the fancy ribbon, or fancy wrapping, could be eliminated ? 

Mr. Coap. Well, as I mentioned a while ago, the brown paper sacks 
and plain markings on those products that are distributed by the 
Government contain just as much food value, and I think that they 
would be myriad in number. Now I think very definitely the people 
of America are sold on fancy packages, bright colors, two-tone this 
and two-tone that, but it does not bring any more food into the basket 
when you pay for so much advertising for fancy appetites. 

Mr. Anruso. Thank you very much, Mr. Coad. 

The meeting stands adjourned. 

(Whereupon, at 11:50 a. m., the subcommittee adjourned, to re- 
convene at 10 a. m., Thursday, May 9, 1957.) 
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THURSDAY, JULY 18, 1957 


Hovuse or REPRESENTATIVES, 
SuBCcOMMITTEE ON CONSUMERS STUDY 
OF THE COMMITTEE ON AGRICULTURE, 
Washington, D. C. 

The subcommittee met at 10:10 a. m., pursuant to notice, in room 
1310, New House Office Building, the Honorable L. Anfuso (chair- 
man of the subcommittee) presiding. 

Present : Representatives Anfuso, Jennings, McIntire, Harrison, and 
Dixon. 

Also present: Representative Hagen, and Francis LeMay and 
Walter W. Wilcox, staff consultants. 

Mr. Anruso. The committee will come to order. 

Mr. McIntire. Mr. Chairman, I am sorry to state that I have to 
leave this subcommittee hearing to attend another subcommittee hear- 
ing which has before it a matter in which I am very definitely inter- 
ested, and then I will be back here to attend this hearing. 

Mr. Anruso. Thank you. ; 

We will be glad to hear from you now, Mr. Triggs. 


STATEMENT OF MATT TRIGGS, ASSISTANT LEGISLATIVE DIRECTOR 
OF THE AMERICAN FARM BUREAU FEDERATION 


Mr. Trices. We welcome the opportunity to appear before this com- 
mittee to discuss factors contributing to the cost of distributing farm 
products. 

The interest of farmers in the question is obvious. Over the years 
consumers tend to spend about 25 percent of their disposable income 
for food. This percentage has remained remarkably constant, sur- 
prisingly so in view of increased pressures on the family budget for 
automobiles, television, modern household equipment, vacations, ete. 
The amount of the consumers’ expenditure for food which is returned 
to farmers is approximately determinable by the formula: 

Farmers’ receipts from consumers’ food expenditures equals: 

Disposable income less marketing charges 


This is, of course a rough approximation since there are numerous 
other factors which will affect farmer receipts—for example, the level 
of foreign trade, the distortions of war, depression, inflation, 
ete. 

Our interest in this subject was reaffirmed by the following resolu- 
tion approved by the voting delegates of the member State farm 
bureaus at our most recent annual meeting in these words: 


We are increasingly concerned over the steady decline in the portion of the 
consumer’s dollar that is received by the farmer. Never before has such a 
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drastic, long-continued decline been experienced during a period of prosperity. 
Some attribute this decline to unwarranted processor and handler profits. 
Others insist that it is due to the control of wages, hours of work, and output 
per man by organized labor. 

Some suggest that it is due to farm surpluses. Many other reasons are 
offered, such as the increased cost of packaging, processing, and service de- 
manded by consumers. 

We urge the American Farm Bureau Federation Board of Directors to as- 
certain the facts and make them available to the membership and the public 
at the earliest possible date. 

The study referred to in the above-quoted resolution has been made 
by our research department. Copies of this study have been sub- 
mitted to members of this committee. We will not duplicate such 
material in this statement, but rather will endeavor to deal with the 
various cost factors involved and to submit recommendations relating 
to each such factor. 

We are concerned not only with respect to the factors which have op- 
erated to increase margins in the past and present, but also with re- 
spect to certain factors in the current situation which will operate to 
increase margins between farm and consumer prices in the future. 

The major factors affecting the “spread” between farm and con- 
sumer prices are laber, transportation, taxes, and profits. We would 
like to deal separately with each of these factors. 

The following data from table 4, Transportation and marketing 
situation, USDA, July 24, 1956, shows the distribution of the total 
marketing bill for farm food products: 


[Billions of dollars] 








Corporate profits Direct Trans- 
ineeinninratine labor portat on Tot il 
Year (except (inter- Other marketing 
Before After transpor- city bill 
taxes taxes tation 
——_—-—- ——-.}—---— --- bedibeenenteeh 4 aii 
! 
init setters 0.4 0.3 3.9 1.0 3.2 8 
Se 6 4 4.9 1.2 3.3 | 9. 2 
titel nctnduagintint ‘ | 9 .4 4.5 1.0 4. ] 10.5 
eb as85 | 1.0 .5 4.6 1.0 4.5 11.1 
1944... 1.0 4 5.0 1.1 1.3 11.4 
1945 | 1.0 5 5.5 3 4.7 12.5 
ics idajatlbati » ¢ 1.0 6.7 1.6 5.6 15.6 
1947. ee eee 1.5 9 7.9 2.0 6.3 aa. 0 
TES Freee es: | 1.2 7 8.9 2.2 7.4] 19.7 
I  inhalaiicniat net oinmceetil | 1.3 8 9. 4 2.4 7.6 20.7 
1950... 1.6 9 9.9 2.6 6.9 21.0 
1951_.. aimee 1.3 6 10.6 2.6 8.2 22.7 
1962_.._. Sea | 1.3 6 11.4 3.0 8.7 24.4 
1953_- tian | 1.6 7 12.2 3.0 9.1 | 25. 9 
1954..._. wkebd 1.5 z 12.7 3.3 9.3 26.8 
1955__. a 1.6 8 13.1 3.6 9.7 28. 0 


| 
| 


LABOR COSTS 


The major portion of the cost of distribution of farm products 
consists of wages paid to workers. 

In addition to the direct labor cost of $31.1 billion, shown in the 
above table for 1955, over one-half of the cost shown for transpor- 
tation consists of direct wages. 

Direct labor costs in processing and marketing concerns alone con- 
stituted 47 percent of the cost of distribution in 1955, and are a con- 
stantly growing percentage of the total cost, as shown in the table 
below: 
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Direct labor costs in processing and marketing concerns as a percentage of the 
total marketing bill for farm food products 


Year Cotal mat Direct labor Percentage 
keting bill | costs | 
1930 9.8 | 3.7 38 
1935 7.6 | 3.0 | 39 
1940... 8.5 | 3.9 | 46 
1945 12.5 . 5 | 44 
1950 | 21.0 9.9 | 47 
1955 28. 0 31.1 | 47 


Source: Data from Transportation and Marketing Situation, USDA, April 1958. 


In addition to the above direct labor costs there are substantial 
direct labor costs for transportation workers and very substantial but 
unspecified amounts of indirect labor costs in the “Transportation” 
column and in the “Other” column representing wages paid to work- 

ers engaged in the production of cans, paper, boxes, and other con- 
tainers and materials, to workers engaged m the production and dis- 
tribution of oil, gas, coal, and other fuels, to workers engaged in the 
various service industries such as insurance and finance, and for nu- 
merous labor “fringe benefits” not elsewhere included. 

A comprehensive analysis of the spread between farm and consumer 
prices involves appropriate recognition of the labor cost factor. 

This is not intended to represent any objection to high real purchas- 
ing power of workers. Our policy on “The basis of farm prosperity” 
reafiirms our belief that “High employment, rising productivity, and 
a good distribution of income, after taxes, must be maitained 
throughout the economy in the interest of the general prosperity which 
is necessary for farm prosperity. 

Nor do we intend, in calling attention to the importance of the wage 
factor in food distribution costs, to infer that wages in this field are 
out of line or have increased in relationship to the general wage situ- 
ation. The purpose of this portion of our statement is to lay a back- 
ground to support some of the recommendations contained in the final 
section of our statement. 

Taxes: Probably the second largest item of expense in the cost of 
distribution of farm products Is taxes. 

With the exception of corporation taxes, taxes are not specifically 
secregated in the above table. But, taxes are represented in every 
column. A portion of the transportation charge consists of transpor- 
tation taxes, gasoline and truck taxes, corporation income taxes, 
property taxes, railroad retirement taxes, railroad unemployment in- 
surance taxes, et cetera. A substantial portion of the “Other” column 
consists of similar taxes. 

Let’s follow a bushel of apples from a farm, through a canning 
plant, and to the consumer. 

The trucker from the farm to the cannery may pay any or all of 
the following taxes: Transportation tax, Federal highway use tax, 
Federal and State income tax, truck excise tax, excise taxes on gaso- 
line, tires, oil and parts, personal property tax on his truck and other 
property, social-security tax, wn employment insurance tax, and realty 
taxes on any property that may be used in connection with his truek- 
ing@ business. 
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The canner will pay most or all of the following taxes: Federal and 
possibly State or ee taxes, local personal property taxes, local 
realty taxes, social-security and unemployment insurance taxes, and 
communications taxes. 

The canner will buy cans, sugar, paper, cardboard, and other mate- 
rials and equipment on each of which a variety of taxes have been 
paid at every step from raw material to canner. 

The railroad that hauls the canned product from the cannery to the 
city warehouse will pay transportation taxes (charged to shipper), 
real-estate taxes to each State through which it passes, personal prop- 
erty taxes on rolling stock, railroad retirement fund taxes, railroad 
unemployment taxes, and Federal (and sometimes State) corporation 
taxes, 

The wholesaler and the retailer will each pay real-estate and personal 
property taxes, local business taxes, social security and unemployment 
insurance taxes, communications taxes, various Federal excise taxes, 
and Federal (and often State) corporation taxes. 

This is by no means all of the taxes that are placed on our bushel of 
apples. If travel is required by a salesman or other employee or officer 
of any of the concerns involved, a portion of the travel cost is the 
transportation tax on personal travel. 

Most such concerns use safety deposit boxes on which a tax is paid. 
Franchise taxes, stamp taxes on security transfers, local and State sales 
taxes and miscellaneous State and Federal excise and other taxes will 
be involved to a greater or lesser extent. : 

A portion of all of these taxes must necessarily be carried by our 
bushel of apples. 

We don’t know anybody who has been able to determine the total 
taxes involved in the marketing of farm products. But it is obvious 
that the marketing process at numerous points must bear substantial 
amounts of various forms of taxes and that this is a major factor in 
the “spread” between farm and consumer prices. 

The point of this recital is not to protest against taxes, but rather 
to point out that taxes are a major portion of the cost of distributing 
farm products, and to lay some background for recommendations con- 
tained in the final portion of our statement. Any study of farm 
product marketing costs involves consideration of this factor. Farm- 
ers have a major stake in economy in Government and efficient admin- 
istration of Government activities. 

Corporate profits: A comparatively small percentage of the total 
cost of distribution consists of profits. Corporation profits after taxes 
of corporations engaged in processing and marketing farm products 
represented less than 3 percent of the total cost of distribution in 
lp. Net profits after taxes in 1955, of food preessing concerns 
ranged between 6 and 12 percent of net assets, compared with 15 percent 
of net assets for all manufacturing concerns (U.S. D. A. testimony ). 

In addition, however, there is an unspecified amount of profits in- 
cluded in the column “Transportation” and in the column “Other” 
of the above table. 

Although the profit item is a comparatively small portion of the 
total, it is nevertheless important that competitive forces be kept active 
in the processing and marketing of farm products. 

Transportation: The costs of transportation of farm products have 
increased from $1 billion in 1940 to $2 billion in 1947 and to $5.6 
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in 1955, an increase of 260 percent. These figures do not include sub- 
stantial expenditures for local hauling. This increased charge is 
partially due to an increase in rail and ‘truck rates and partially due 
to an increase in the volume shipped. 

These transportation figures do not yet include the 7-percent in- 
crease in rail rates granted in Za Parte 196 in March 1956, or corre- 
sponding truck rate increases approved in 1956, or the 7-percent-emer- 
gency increase in rail rates approved in late 1956 in Fw Parte 206. 
At the present time the Interstate Commerce Commission has under 
consideration a railroad petition for a further increase of 15 percent 
of rail rates. Transportation costs are, therefore, scheduled to rise 
materially above 1955 levels and are necessarily a matter of major 
concern to farm people. 

Built-in maid service: It is of course recognized that a substantial 
part of the increased food-marketing charges result from “built-in 
maid service.” The consumer wants and gets chicken ready to fry, 
ready-to-eat breakfast cereal, ready-to-mix cakes, precooked rice, 
ready-to-heat frozen foods, canned meats, smaller units and packages, 
etc. 

The additional processing and handling involved in such prepara- 
tion and in consumer packaging, adds dollars to the marketing bill. 
This is not necessarily harmful to the farmer, because it is part of the 
overall process of upgrading consumer’s diets. In any event, con- 
sumers are entitled to buy those services they want—and the food in- 
dustry like any other industry, must adapt its marketing practices to 
consumer preference. 

RECOMMENDATIONS 


The American Farm Bureau Federation respectfully submits the 
following recommendations, each of which deals with certain cost 
factors involved in the distribution of farm products and each of which 
involves national legislative policy. 

Recommendation 1: Competition is the most effective means of main- 
taining control over profit margins and improving the efficiency of 
marketing processes. The maintenance of vigorous competition is an 
all-important aspect of keeping distribution costs at reasonable levels. 

The authority and capacity of the Department of Justice and the 
Federal Trade Commission to deal with monopoly and restrictive prac- 
tices should be maintained as a basic and important element in our 
economic system. 

On the whole, the profits earned by companies engaged in the proc- 
essing and marketing of farm products do not seem to be unreason- 
able or out of line with those concerns engaged in other fields of en- 
deavor. However, there may and probably do exist, from time to 
time, restrictive practices and collusive agreements in violation of 
antitrust statutes. 

The American Farm Bureau has stood consistently over the years 
for economy in Government and reduction of Federal expenditures. 
But, this is one field in which the maintenance of competent, adequate, 
and effective enforcement of law and national policy is imperatively 
necessary. 

Recommendation 2: Continued improvement in the efficiency of the 
marketing processes is needed, particularly with respect to the utiliza- 
tion of manpower, as a means of keeping food distribution costs at the 
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reasonable minimum level. Research in processing and marketing 
operations designed to improve labor productivity and avoid waste 
is an important part of national farm Cry, 

On the whole the progress made by the food processing and market- 
ing agencies in improving the efficiency of their o erations is gratify- 
ing and is comparable to that of our economy cae whble. 

Wevecthelen: there are striking exceptions to this. For example, 
the handling of fresh fruits and vegetables in many of our major 
terminal markets is by antiquated, costly, labor-wasting facilities that 
are not essentially different from those employed 30 years ago. 

We therefore support the market-study efforts of the Department 
of Agriculture. As we have previously advised the House Agricul- 
ture C ommittee, we believe the enactment of the Agricultural Market- 
ing Facilities Act would be helpful. 

Probably most processing and marketing research can be most 
effectively carried on by the industry itself. The major attention of 
the Department of Agriculture should be directed to know situations 
where costs are unnecessarily high, manpower is inefficiently used, 
and where no concerted attack upon the problem is underway by pri- 
vate concerns or organizations. 

Mr. Anruso. Would you mind right there explaining in what re- 
spect utilization of manpower might be a means of reducing the dis- 
tribution costs. 

Mr. Trices. I think that has to be the whole purpose and function 
of the research operation in the field of distribution, because over 50 
percent of the total cost of moving products from the farmer to the 
consumer is labor costs, and to the extent that we can ace omplish more 
efficient utilization of the man-hours of labor, every step in the opera- 
tion, we will reduce these costs. 

I think numerous instances could be pointed out where tremendous 
savings in man-hour costs have been accomplished and of course this 
is the basic requisite to expansion in standards of living, and to 
strengthen the capacity of our whole system for the maximum pro- 
duc tivity of each person. 

Mr. Anrvso. I agree with you 100 percent, but I would like to 
have you tell me what specific recommendations you have in mind. 

Mr. Triges. In our elaboration there, we pointed out at least what 
we feel is one striking place where there is still a major inefficiency in 
the handling of food products. That is, the handling of fresh fruits 
and veget tables in many of our major terminal m: arkets, 

It is antiquated, it is costly, it is labor-wasting facilities that are 
not essentially different from those employed 30 years ago. 

Mr. Anruso. Excuse me right there. At what stage are you talking 
about now ? 

Mr. Trices. In the terminal market, in the New York market, in 
the Philadelphia market, in the Chicago market. 

Mr. Anruso. Wasthere any waste before that time 

Mr. Tries. I think that most of our processing industries have 
accomplished a great deal of efficiency. I think there are exceptions; 
I think perhaps I am told that in some areas in the country, the 
large percentage of the milk plants are far less than optimum effi- 
ciency as measured by what can be done, and what has been cone 
by other institutions concerned. 
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On the whole, we feel that the processing and marketing agencies 
have participated with all of the rest of our economy in improving 
the efficiency of their operations. Certainly this is evidenced when 
you go into a modern chainstore operation and note the operations 
there, compared to the operations in grocery stores 30 years ago. 

They have made progress, and we , do not mean to say by this to 
say they have not. But we feel that this is basic, that more progress 
can be made, and that it is important that progress be made. 

Mr. AnFuso. You may proceed. 

Mr. Tricas. Recommendation 3. Racketeering practices in food 
distribution add materially to the costs of marketing. Legislation is 
needed to amend the Hobbs Anti-Racketeering Act to more effectively 
prohibit such practices. 

A number of years ago, local unions engaged, spasmodically in some 
markets, continuously in others, in the practice of imposing unloading 
fees at terminal markets. With the enactment of the Hobbs Anti- 
Racketeering Act the practice died out in most markets. During the 
past year and a half 2 2 years the practice has been reinstated in 
most Middle Atlantic area markets and is spreading rapidly in other 
areas. 

Whereas the normal situation is for the truekdriver to load the 
packages on pallets which are then taken away by warehouse em- 
ployees, under the practice now being followed in many terminal 
markets the truckdriver is not permitted to dhlceds and union mem- 
bers assigned by the union, not in the employ of the warehouse, 
require the payment of a charge for unloading the truck while the 
truckdriver waits for them to do so. This charge is either paid by 
the shipper directly, or indirectly in the transportation charge made. 

I can speak from personal observation in the Philadelphia market. 
In this market the standard fee for unloading a truck is $18.40 irre- 
spective of the size of the truck or the load. The fee is paid to men 
assigned to a particular location by Teamsters Union Local LOT. 

Persons who refuse to pay the fee do not get their trucks unloaded. 
If they try to unload themselves they can fill up one pallet ; but no- 
body comes to take it away, so eventually they have to hunt up the 
union representative and pay the required unloading fee. 

The Justice Department has advised us that the collection of un- 
loading fees does not constitute a violation of the Hobbs Anti-Rack- 
eteering Act unless the element of violence or fear of violence is 
present. While this element may be present in particular instances it 
is not ordinarily present. All that usually happens is that you don’t 
get unloaded. 

The Internal Revenue Service has ruled in an Indianapolis case of 
this nature that the trucker is the employer and therefore bel ipreng 
for income-tax withholding (Rev. Rul. 57012 issued Januar y 4, 195 
If the trucker (or the shipper if the truck operator is an employee of 
the shipper) is responsible for withholding income tax, he is pre- 
sumably also responsible for withholding income tax, he is presum- 
ably also responsible for social-security deductions, payments of wn- 
employment- insurance taxes, coverage of such “workers” by work- 
men’s compensation insurance, compliance with State and Federal] 
minimum wage and hour regulations, et cetera. 
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This is preposterous. This is the equivalent of requiring a person 
held up in a dark alley to assume a responsibility as an employer 
of the holdup man. 

We submit that to compel a person to purchase a service not de- 
sired or one the individual would prefer to perform for himself, is 
not a legitimate labor-union activity, but may be more accurately 
described as a racket. 

Recommendation 4. The imposition by economic sanction of re- 
strictive practices and make-work practices is an economic waste that 
adds to the cost of distribution. Unions should not be exempt from 
antitrust statutes and interference with the adoption of improved 
methods or economic practices should be prohibited. 

The extent and scope of restrictive practices is a subject that no one 
to our knowledge has adequately or even partially investigated. The 
Department of Agriculture, with all the work it has done on market 
research, has not published any information on this question. 

The Interstate Commerce Commission, responsible for our regu- 
lated transportation industries, has no studies analyzing the impact 
of restrictive operating rules and “featherbed” practices on costs of 
transportation. There just isn’t any literature on the subject. Yet 
everyone knows it exists and has heard discussions of specific 
instances. 

We submit that such practices are an economic waste that add to the 
cost of distribution. Even though some of the practices may not be 
used extensively—it is an economic wrong that is harmful to the 
efficiency of our distribution system. 

A wide variety of restrictive practices are involved. For example, 
for many years, butchers’ unions stood firm against precutting of 
meat. This particular prohibition is now a thing of the past, but 
butchers’ unions still insist that meat be cut in the retail store rather 
than at a central location. 

In some areas self-service meat counters must be closed at 6 p. m. 
even though the store stays open until 9 p.m. This is due to union 
insistence that meat shall be sold only when a butcher is on the prem- 
ises—and they want doubletime for work after 6 p. m. 

Other illustrations are the requirement in some places that every 
trucker must have a helper, a rule that eggs sold in a city must be 
vandled and graded in plants located in the city, a rule that a truck 
entering a particular market must be driven by or accompanied by a 
member of a particular local union, a requirement that the same num- 
ber of men must be employed in unloading cars of grain despite the 
installation of improved unloading facilities, prohibitions against 
nighttime spotting of trucks, secondary boycotts, and hot-cargo 
clauses. 

As an example of one practice that adds to distribution costs, many 
of the labor-management contracts used in the food-distribution busi- 
ness in the Los Angeles area contain a clause that: 

Likewise it shall not be in violation of the contract nor cause for discharge 


for any employee to refuse to handle any merchandise that has been placed upon 
the “we do not patronize” list of Joint Council No. 42 (Los Angeles). 


These instances are multiplied many times, and add significantly to 
the marketing of farm products. 
A similar provision in another contract is that— 
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Employers shall not require members of local 6380 to go through sanctioned 
picket lines nor to handle merchandise that has come through sanctioned picket 
lines, 

The purpose of such provisions is to provide the union with an 
economic weapon to compel another employer to sign up with a 
union. Note that this weapon is necessary only when the union has 
been unable to sign up the workers voluntarily—since if the union is 
able to sign up the workers the employer is required to recognize the 
union. 

Thus an apple processor at Watsonville, Calif., whose workers re- 

jected unionization by a 16-to-1 vote in an NLRB election, was still boy- 

sata in the Los Angeles area. He was unable to dispose of his 
production through his normal outlets. This processor was, therefore, 
compelled to develop new market outlets in other areas, an expensive 
operation which significantly increased his costs. 

Such instances are multiplied hundreds of times and add signifi- 
cantly te the cost of marketing farm products. 

Recommendation 5: The cost of distributing farm products is 
vitally affected by the level of taxes. Economy in government at all 
levels can, if Niatidatt ls adhered to, significantly reduce the margin 
between farm and consumer prices. On the other hand, increased 
Government expenditures will increase marketing margins. 

We hope the Congress will continue its efforts to reduce the Federal 
budget, and to insure wise expenditure of all governmental funds, not 
only” in 1957, but in subsequent years. Few, if any, other actions 
will have a more favorable impact upon the cost of marketing farm 
products. 

Each additional tax burden, each additional Federal expenditure, 
inevitably operates to increase the spread between farm and consumer 
pr ices. 

Recommendation 6: The transportation tax should be repealed. 
This repeal should be given a priority in any tax-reduction program. 

The transportation tax represents a particularly heavy burden on 
farmers and adds significantly to the cost of marketing farm products. 

This tax was imposed as a temporary measure during World War II 
but is still with us, 

The arguments against the transportation tax have been reiterated 
many times. Transportation taxes tend to create discrimination 
between areas, between private and for-hire transportation, and be- 
tween various economic segments of our society. They operate to 
artificially increase the economic distance between parts of the United 
States. They were designed as a temporary wartime measure. Their 
termination is long overdue. 

Recommendation 7: The agricultural exemption of the Motor Car- 
rier Act is imperatively necessary to the efficient and effective market- 
ing of farm products and should be preserved. This is a complex sub- 
ject. This point is included here because the Interstate Commerce 
(Commission has recently recommended a substantial narrowing of 
the scope of the agricultural exemption. The regulated forms of 
transportation favor such policy. Bills to so provide have been intro- 
duced in both Houses. 

In 1935, the then chairman of this full Agricultural Committee, 
Marvin Jones, was primarily responsible for amending on the floor of 
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the House the language of the agricultural exemption of the Motor 
Carrier Act in essentially its present- -day form. 

We believe the exemption is essential to the efficient marketing of 
farm products and that any substantial narrowing of the exemption 
would increase marketing costs for the following reasons: 

(1) Common carriers, generally speaking and with rare exceptions, 

are not interested in loading on farms, nor do their certificates require 
them to do so. 

In some instances farms are located some distance from established 
loading facilities of common carriers. Many of these common car- 
riers do not have loading facilities in agricultural areas. 

For farmers to load their products on their own trucks, transport 
them to the nearest available loading platforms, if any, and then re- 
load into common carrier trucks is an operation inv olving extra costs, 
extra labor, extra time and in many instances deterioration of the 
quality of the merchandise being loaded. 

(2) Most agricultural areas are traversed by a limited number of 
truck common carriers. Some may serve the area, others merely pass 
through. These common carriers may reach many markets but do 
not reach all markets. Many markets can be reached via common 
carrier only by circuitous routing and interchange of equipment, all 
involving delay and additional costs. 

If farm products are to be marketed economically and effectively, if 
gluts are to be prevented at certain markets, it is imperative that 
transportation fan out in many directions so that each market will be 
uniformly supplied and the shipper c an continuously adjust his trans- 
portation to fit the market. This necessitates the use of exempt haul- 
ers who can move in any direction to any market. The restriction of 
agricultural marketing to common carriers would disastrously affect 
the ability of the farmer to market his commodities to best advantage. 

(3) The exempt hauler provides a personalized and individu: lized 
service to the farmer shipper that common carriers cannot duplicate. 
The exempt hauler is normally a local resident in whom the farmer 
has trust and confidence. Because he is dealing with an individual 
he can give him personal instructions with respect to the manner in 
which transportation is to be provided, with reasonable assurance 
that his instructions will be understood and performed. 

No such assurance can be provided by common carriers. The ship- 
per’s instructions to a common carrier do not necessarily filter down 
to the person actually performing the transportation function. 

The exempt hauler is usually a small operator who can adjust his 
loading and transportation operations to fit the convenience and needs 
of the farmer. He is willing to load at a time which best fits the 
needs of the farmer. The farmer can depend upon him for such 
special service as may be required on the farm, on the way to market 
or in the market. 

(4) Most agricultural movement is highly seasonal. Shipments 
from an area may fluctuate from 0 to 50 truce ‘kloads a day within a few 
days. Common carriers cannot maintain idle equipment through the 
year to take care of these seasonal peaks. Exempt carriers provide a 
tremendous transportation pool on which farmers can call to meet 
seasonal requirements. Truckers who are engaged in hi: valine pulp- 
wood, or construction materials, or in other local hauling operations. 

can In time of seasonal need be diverted to haul farm produce ts.. They 
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can be and are diverted to hauling farm products because rates are free 
to rise to the extent necessary to attract trucks from the area, or if 
necessary from other areas, to meet the seasonal need. 

(5) And fin: ally, for the reasons indicated above, and others, trans- 
portation costs by “exempt” haulers are often substantially lower than 
those of regulated forms of transportation. 

Recommendation 8: 1 oorly coordinated commodity advertising 
programs are not likely to increase total consumer expenditures for 
food, but on the contrary will increase food distribution costs and re- 
duce net farm incomes. National policy should therefore avoid any 
legislative enactments which would operate to encourage unsound and 
poorly coordinated commodity advertising programs or - authorize com- 
pulsory checkoffs for such purposes. 

Sound, well-coordinated, voluntary commodity promotion programs 
provide a service to consumers and producers in the form of educa- 
tional efforts usually aimed at familiarizing the consumer with the 
preparation of or the nutritional value of a commodity. Promotion 
efforts which have as their main objectives or effect the upgrading of 
diets by stimulating the desire for better and more nutritionally valu- 
able foods are in the interest of farm people. 

However, there is substantial danger that such efforts will be carried 
to an extreme with substantial adverse impact upon net farm incomes. 

We can readily envisage the development of a situation in which 
farmers, by means of authorized commodity checkoff programs, would 
spend literally hundreds of millions of dollars advertising commodity 
against commodity and area against area. 

Mr. Dixon. Do you have any specific illustrations ¢ 

Mr. Triaes. Yes, sir. This year the New Jersey Legislature passed 
legislation to make a deduction from each sack of feed sold for poultry 
feed, and this money was used and is to be used to acvertise and pro- 
mote New Jersey eggs. 

To meet that situation it might well happen that the farmer poultry- 
men in Philadelphia, Pa., in New York, in Delaware, might feel that 
they have to advertise Pennsylvania eggs and New York eggs. Well, 
this will not total the consumers’ likely “consumption of eggs. It will 
represent a cost that will be fixed upon farmers by this means. 

Mr. Dixon. I think your organization opposed the bill that we had 
here for a checkoff—a voluntary checkoff for advertising meat? 

Mr. Treas. Yes, sir. I think this would be another example. We 
feel that there is not a sound, well-coordinated, voluntary commodity 
promotion program for meat undertaken by the National Livestock 
and Meat Board, and that the enactment of the legislation to which 
you refer might operate to destroy this program and to substitute pro- 
grams which, in our view, would cost a great deal more money and 
would be much less effective, and would in substantial measure involve 
ee and promotion of beef versus pork, versus lamb, and per- 

haps even area against area, and this would be a costly, unnecessary 
burden on farm people. It would not add to their incomes. 

As heretofore indicated, for many years consumers have tended to 
spend about 25 percent of their disposable income for food. We 
doubt that commodity advertising programs, designed to increase the 
share of each commodity, or the share of producers in a particular 
area, in the total food market, would significantly affect the total food 
expenditures of consumers. 
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Large-scale expenditures to promote and advertise Pennsylvania 
eggs as compared with New York or New Jersey eggs, or to advertise 
pork in competition with beef and vice versa, are not likely to increase 
total consumer expenditures for food. 

The net effect of such commodity advertising would therefore be to 
increase marketing costs and to reduce farm returns by the approxi- 
mate amount of the advertising expenditure. 

Recommendation 9: The agricultural processing and handling ex- 
emption for the Fair Labor Standards Act has been narrowed far 
beyond the intent of Congress and legislation to restore such original 
intent is recommended. 

In view of the fact that this is scheduled for legislative action in 
this Congress, the following is of interest: 

When the Fair Labor Standards Act was approved in 1938, Con- 
gress clearly intended to provide a broad exemption for workers en- 
gaged in preparing and handling farm products. For example, Rep- 
resentative Bierman, in discussing the bill and the proposed exemption 
of agricultural processing and handling operations, stated : 

The important point is that the farmer pays the bill for this processing. 

Those of us who come from diary sections know that the cost of making butter- 
fat into butter or milk into cheese is borne by the farmer. There is no contention 
about that; no argument. The members from the South will agree that the man 
who raises the cotton pays for ginning the cotton. When the cost of making 
butter, when the cost of making cheese, when the cost of ginning cotton increases, 
the farmer gets just so much less. 

The Congress therefore provided that any such plant engaged 
“within the area of production” of the agricultural commodity in- 
volved was exempt from the provisions of the act. 

However, the Labor Department has defined area of production so 
narrowly as to virtually nullify this exemption. Thus, according to 
the Department of Labor, a plant is not considered in the area of 
production if more than 20 miles to the plant, or more than 5 percent 
of fruits and vegetables is transported more than 15 miles from the 
farm to the packing shed or canner. 

Even if all products are obtained from within such narrow radius, 
if the plant is located within 1 mile of a village having a population 
in excess of 2,500 the plant is not considered to be in the area of 
production. 

Thus, for example, under circumstances as indicated above, a cream- 
ery in Goodhue County, Minn., or a vegetable packing shed in Imperial 
Valley, Calif., or a cotton gin in the Mississippi Delta, would not. be 
considered to be within the area of production of milk, vegetables, 
or cotton, respectively. 

It is our view that this is a distortion of the clear meaning of words 
of the English language and the intent of the Congress. 

We favor legislation to define “area of production” of any agricul- 
tural commodity, as including all of each county in which such com- 
modity is produced in commercial quantities. Legislation to so define 
“area of production,” except excluding plants located in cities in excess 
of 250,000 population, has been introduced in both Houses. The issue 
will undoubtedly be considered by the House of Repesentatives in 1958, 
in connection with proposed modifications of the Fair Labor Stand- 
ards Act. 

We are in accord with the principle that workers in processing and 
distribution industries should be paid good wages as determined by 
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competitive factors and bargaining between employers and employees. 

Mr. Drxon. Do you mind ‘telling us who introduced that ? 

Mr. Triaes. One bill was introduced by Mr. Herlong of Florida, 
and one bill was introduced by Mr. Smith of Mississippi. 

Mr. Dixon. Thank you. 

Mr. Triacs. But when Government steps into the picture to raise 
such costs above the market level, in the case of agricultural processing 
and marketing concerns, it is in effect transferring income from agri- 
culture to workers by legislative action. 

The extraordinary shift of income from agriculture to persons en- 
gaged in processing and marketing farm products from 1947 to 1955 
is shown below: 

(Billions of dollars} 


Realized Direct 


net farm marketing Percentage 
income labor costs 


46 
116 





To the extent that an increase in the rate or coverage of minimum 
wage legislation would increase the cost of processing or of distribut- 
ing farm products, this relationship would be further distorted. 

The summary is as follows: 

All of the recommendations set forth in the preceding section of 
this statement have a major impact upon the cost of marketing farm 
products. All of them are legislative issues with respect to which the 
Congress deals from time to time. The size of the marketing margin 
at the present time has been determined in part by congressional 
action in the past. The size of the marketing margin of the future 
will be determined in substantial party by the policies approved by 
the Congress in the future. 

It is, of course, true that few, perhaps none, of the legislative poli- 
cies listed are included in the jurisdiction of the Agriculture Com- 
mittee of the House of Representatives. This would apparently be 
true with respect to any or most recommendations that the com- 
mittee may see fit to make, but the recommendations we have made, 
in our view, go to the heart of the question and inay, we believe, be 
appropriately included in any report on this issue. 

Needless to say, the number of recommendations we are submitting 
in this statement has necessitated only brief treatment in each ease. 
Each of the issues are complicated in themselves and discussion there- 
of might well be elaborated upon at much greater length. 

We want to express again our sincere apprec iation for the oppor- 
tunity to present the views of the American Farm Bureau Federa- 
tion to this committee and of the time you have permitted us for 
that purpose. The issue you have under consideration is tremendous- 
ly vital to the interest of farmers, and legislative action touching on 
any of the matters listed will have a major impact (beneficial or 
adverse) upon the cost of distributing farm products in the future, 
and indirectly upon net farm incomes. 

I would like to express again our sincere appreciation for the op- 
portunity of appearing before this subcommittee. 

Mr. Anruso. Thank you very much, Mr. Triggs. 
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Are there any questions / 
Next we have Mr. McDonald, assistant legislative secretary of the 
National Farmers Union. 


STATEMENT OF ANGUS McDONALD, ASSISTANT LEGISLATIVE 
SECRETARY OF THE NATIONAL FARMERS UNION 


Mr. McDonaup. I am assistant legislative secretary for the Na- 
tional Farmers Union, and I am pinch- -hitting today for Mr. John 
Baker, who normally handles these matters. 

As members of the National Farmers Union, we have become in- 
creasingly concerned at the wide disparity between the income of 
those who produce the Nation’s food and fiber and those who derive 
their income in cities and towns. We are particularly concerned be- 
cause it is apparent that large groups, particularly corporate giants, 
are able to increase their income year after year to alltime highs 
during the same period when farm income has been steadily falling. 

Attention is called to Economic Indicators of May 1957, a publica- 
tion prepared for the Joint Economic Committee by the Council of 
Kconomic Advisers, page 8. It appears that corporate profits be- 
fore taxes increased from $6.4 billion in 1939 to $32.8 billion in 1948, 
to $40 billion in 1950, and finally to $43.7 billion in 1956. The rate 
of corporate income for the first quarter of 1957 was $46.5. During 
this period from 1939 through the first quarter of 1957, corpor ate 
profits, after taxes, increased from $5 billion to $23 billion. 

Farm net income, on the other hand, steadily declined during the 
period. In 1946 farm net income totaled $16.8 billion; in 1948 it 
declined $15.9 billion, and by 1955 it had declined to $11.3 billion. 
In 1956 it rose to $11.8 billion. Significantly these figures do not in- 
clude net change in inventory; if these items are included, it is found 
that farm net income declined from $11.7 billion in 1955 to $11.6 bil- 
lion in 1956. 

Turning to the gross farm income figures, we find that the farmer, 
on the average, took in from $32 to $34 billion gross during the 
period. For example in 1948, he snot in $34.6 billion and in 1956 $34 
billion. It is obvious from these figures that the declining net in- 
come of farmers is due to increased farm costs, and if the increased 
cost of family living is added, it is seen that the farmer is by far 
the worse off of any segment in the Nation’s ec onomy. 

Those engaged in handling and processing farm commodities have 
increased their profits greatly, during the period when farm income 
has been declining. Attention is called to figures compiled from 
Moody’s Industrial Manual, 1956. It appears that the 4 top flour 
millers in 7 industry increased their profits from $36,634,000 to 
$54,254,000; 5 top baking corporations increased their profits from 
$15, 837 000° to $21,540, 000, the 3 top meatpackers increased their 
profits ‘during the same period (1952 to 1955) from $33,487,000 to 
$37,572,000 ; the 4 top dairy corporations increased their profits dur- 
ing the same period from $54,295,000 to $78,708, a the top 5 can- 
neries increased their profits from $19,221, 000 to $ 32,721,000; the 4 
top retail food chains increased their profits Prous $51,673,000 to 
$67,238,000; the top feed company increased its profits from $8,313,- 
000 to $12,614,000; two top soap companies increased their profits 
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from $51,800,000 to $71,479,000; the 6 top oil companies increased 
their profits from $1,308,146,000 to $1,785,794,000. 

Mr. Jennines (presiding). If I might interrupt you right there, 
does that include the industrial operation? Is that the overall, or 
just the farm operation ¢ 

Mr. McDonaxp. As I recall, Mr. Jennings, I I do have tables here 
attached to the material; I believe that includes all profits, yes, after 
taxes—all profits. 

Net profits of meatpackers continued to increase through 1956. 
For example, Armour & Co. increased its profits from $10,107,614 to 
$14,654,110 and other companies with the exception of Swift in- 
creased their profits more or less proportionately. 

Significantly, farm machinery companies who are dependent on 
farm purchasing power for their profits, experienced dec lines in profits 
after taxes. International Harvester experienced a slight decrease 
(from $55,658,000 to $55,501,000) ; Allis-Chalmers from 1952 experi- 
enced a very slight increase in profits; others included experienced 
slight declines. 

The profit of processors and retailers, in general, are accounted for 
by the toll extracted from the consumer dollar. In total the rise in 
the proc essing and mar ketin g bill has been almost three times nye 
than the drop in farm income. Per unit of commodity handled, the 
increased marketing margin has approximately equalled the drop in 
prices received by farmers. As marketing charges per unit went up 
over the past 5 years, prices received by farmers went down. 

“armers’ share of the consumer dollar dropped from 48 cents in 
1951 to 40 cents in 1956. Marketing charges rose from 52 cents to 60 
cents. Consequently, the consumers’ food dollar bought just about the 
same amount of food in 1956 as in 1952. 

Consideration of these overall average statistics would make it 
appear that successful efforts to reduce existing m: ae margins 


might be a way to raise farm family income to ne , to bring about 
some measure of farm income improvement, or, : please to serve as a 
protection against further decreases in farm asieal 

The fact that corporate profits of food 7 fiber processing and 
handling firms were almost a third higher in 1956 than in 1952 adds 
weight to the prospect of so doing. 

However, such easy optimism is not warranted. 

This is true for several impressive reasons. 

First, existing marketing charges, processors’ and retailers’ dollar- 
and-cents markups in particular, will not be easily reduced and may 
in fact continue to increase ; 

Second, important and sizable segments of the marketing and proc- 
essing charges cannot and should not be reduced; and 

Third, farmers will be able to obtain as increased income no more 
of such reductions in marketing and processing charges than their 
general bargaining power in commodity market allows them to de- 
mand and actu: illy obtain. 

Farmers’ receipts from sale of farm food commodities in 1956 were 
approximately $4.5 billion lower than if prices received by farmers 
had averaged 100 percent of price parity. (To raise the payments 
to farmers up to a parity income level would have required an addi- 
tional $17 billion.) Over the past 4 years every drop 1 in the farmers’ 
prices has been fully absorbed by increase in the marketing margin. 








S6 FOOD COST TRENDS 


If farmers could acquire bargaining power equal to that of middle- 
men, the following might be accomplished : 

1. Food- handling corporations might be induced by stronger farmer 
bargaining power to reduce their profits, before taxes, from approxi- 
mately $1.8 billion to $800 million. 

2. Possibly as much as an additional $1 billion per year could be 
saved in marketing payments, over a period of years, by public and 
private research and education aimed at increasing the efficiency of 
processors’ and retailers’ operations. 

3. But these savings of $2 billion would leave a gap below price 
parity level of at le: ast § $2.5 billion in farm income still to be made up 
from either: 

(a) Parity income deficiency payments to farmers, or 

(6) Higher consumer income and expenditures for food through 
national full- -employment policies and special food programs, or 

(c) A combination of these. 

4. Same would be true of clothing and fiber-using house furnish- 

ings. 
A large part of the drop in the farmers’ share of the consumers’ 
dollar is the result of general national economic policies that have 
resulted in a slowdown in the growth of the economy and particularly 
the extremely slow growth of consumers’ income and expenditures. 

Consumers’ incomes have not been expanding rapidly enough to 
enable them to buy the farm and nonfarm products of the Nation’s 
expanding productive capacity. 

The result has been glut and piling up of consumer foods, et cetera. 

Expanded industrial plant capacity has made available a growing 
variety of attractive new products at higher prices, thus attracting 
consumer purchases out of a more slowly expanding income to these 
nonfood products, leaving relatively less income for food and fiber 
purchases. 

At the same time, food and clothing processors and retailers have 
expanded facilities, additives, and services which are sold to consum- 
ers along with their food and clothing purchases. 

Since consumer incomes and the part available for food have not 
been allowed to expand as rapidly as processor and retailer service, 
the result has been that the resulting drop in demand for food and 
clothing in raw material form has been passed back to the farmer 
whose bargaining power was so weak that he could be forced to ab- 
sorb the shocks. 

Not only have general national economic policies slowed down the 
expansion of consumer incomes available for food and clothing pur- 
chases, these policies, including the “hard-money” rising interest rates 
have added to the farm marketing bill, cannot be ascertained from 
available statistics but the figure is undoubtedly impressive. 

The following statistical tables and commentary summarize briefly 
the major economic developments concerning the ever-widening 
spread between prices received by farmers and those paid by consum- 
ers for the processed and marketed products of farm-produced com- 
modities. 

We have a series of tables which seek to document these generali- 
zations. 

Mr. Jennrnas. At that point, T wonder if any member of the com- 
mittee has a question on any of these tables. You might look through 
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them, Dr. Dixon, and Mr. Harrison, and see if you have any questions 
at first glance. 
(The tables referred to are as follows :) 


Statistical tables concerning spread between prices received by farmers and those 
paid by consumers 


TABLE I 


Consumer prices for food and clothing remain at level of 4, 5, and 6 years ago. 

Yet farm income has dropped destructively. 
| 
1951 { 1957 Change 
— _ —— Ee — -_— 

Retail price of food paid by consumers 112.6 | 2113.6 | Up 1 percent. 
Retail price of clothing paid by consumers 106. 9 2106.1 | Down 1 percent. 
Farm operators’ total net income, billion dollars 3 16.1 | 411.7 | Down 27 percent. 


! Index 1947-49= 100. 3 Including net change in inventories. 

2 February 1957. 4 Ist quarter 1957 annual rate. 

Source: Economic Indicators, April 1957, publishea by Council of Economic Advisers to President of the 
United States. 


TABLE II 


However you measure it, income of farm people has dropped seriously and 
drastically over past 4 years. 


Change 


Income of persons on farms: 
Per person, all sources (current dollars $95: $889 | Down 7 percent. 
Per person, all sources (1947-49 dollars : $779 | Down 9 percent 
Per person, from farming (current dollars § $599 | Down 15 percent. 
Number of farms, millions 5. 4 4.9 | Down 9 percent. 
Per farm, total net income (1956 dollars $2, $2, 364 | Down 19percent. 
Per farm, total net income (current dollars $2, 82 $2, 364 | Down 16 percent. 


Source: Economic Indicators, April 1957, published by Council of Economic Advisers to President of the 
United States; and reports of Agricultural Marketing Service, United States Department of Agriculture. 


TABLE III 


A. Farmers met falling farm income by: (1) doing more work off the farm; 
(2) by increasing output by 5 percent; (3) by tightening their belts and reduc- 
ing costs per unit of output in spite of 3 percent higher prices paid; thus, 
(4) holding total farm production expenses fairly constant since 1952. 

B. Note.—Therefore, net farm family income fell just about the same number 
of dollars ($3.4 billion) as gross farm income fell. 

C. Drop in both net and gross farm income resulted primarily from the 17 
percent drop in prices received by farmers. 

Neither by increasing production, nor by decreasing costs of production were 
farmers able to overcome the drop in prices received for the commodities they 
sold. 


Change 
| 


Farm operators’ total net income, billion dollars $1. 2 $11.7 | Down $3.4. 
Farm output, index 3 | 3182 | Up 5 percent 
Prices, wages, interest and taxes paid by farmers, index 287 4 206 Up 3 pereent 
Farm production expenses, billion dollars $22. 5 $22.6 | Same, 

Farm operators’ total gross income, billion dollars ) $34.3 | Down $3.3 
Prices received by farmers, index #241 | Down 17 perce 


Including change in inventories 
2 First quarter, 1957, annual rat 
3 1956 preliminary estimate. 
4 April 1957. 
Source: Agricultural Prices, Apr. 30, 1957, published by Agricultural Marketing Service of U. 8. Depart- 


ment of Agriculture, and Economic Indicators, published by Council of Economie Advisers to President 
of United States. 
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TABLE IV 


1. Prices received by farmers dropped by 17 percent. 

2. Prices paid by processors to wholesalers dropped by 16 percent (by almost 
as much as prices received by farmers—meaning that the wholesale brokers’ 
margins have not increased very much). 

3. Prices received by processors (wholesale prices of processed foods) dropped 
only 4 percent (meaning that processors’ margin widened considerably). The 
prices processors paid dropped 16 percent, while the prices they received dropped 
only one-fourth as much. 

4. Prices received by retailers dropped by only 1 percent, while the prices paid 
dropped by 4 percent (meaning retailers’ margins, also, widened). 

5. It was processors, in large part, and retailers to a limited extent, who bene- 
fited from the farmers’ loss; neither consumers nor wholesale brokers did so 
to any significant extent. 


1952 1957 Change 

Prices received by farmers, index : . 288 241 | Down 17 per- 

cent. 
Wholesale prices, farm products, index 107 290 | Down 16 per- 

cent. 
Wholesale prices, processed foods, index-- 109 105 Down 4 percent 
Retail prices of food, index 115 '114 | Down 1 percent. 
Retail prices of apparel, index 106 106 | No change 


1 April 1957. 

2 Apr. 9, 1957. 

3 February 1957. 

Source: Economic Indicators, April 1957, published by Council of Economic Advisers to the President 
of the United States; and Agricultural Prices, Apr. 30, 1957, published by Agricultural Marketing Service, 
U.S. Department of Agriculture. 


TABLE V 


The increase in processor and other middleman margins is dramatically illus- 
trated by the trend in prices received and paid by farmers for commodities and 
products they buy from themselves (each other) except for their passage through 
the hands of processors, retailers, etc. 

1. Prices farmers received for feed dropped by 28 percent, but the prices they 
paid for feed dropp°d only 17 percent. 


1952 19. Chan 
Prices paid by farmers for feed, index 251 208 | Down"l7 percent 
Prices received by farmers for feed, index : 234 180 | Down 23 percent 


2. The prices farmers paid for food were up 2 percent; prices they received for 
food commodities dropped 16 percent. 





1952! 1957 2 Change 
Prices paid by farmers for food, index- 270 274 | Up 2 percent. 
Prices received by farmers for food commodities 288 241 | Down 16 percent. 


3. Prices by farmers for clothing rose 7 percent; prices received for wool and 
cotton dropped by 16 percent. 


1952 ! 1957 2 Change 


Prices paid by farmers for clothing -- 303 321 | Up7 percent. 
Prices received by farmers for cotton and wool_.- 309 260 Down 16 percent. 








FOOD COST TRENDS 89 


4. Prices received by farmers for feeder livestock were down 25 percent ; prices 
paid by farmers just a few days later for the same animals were down only 23 
percent. 


Change 
Prices paid by farmers for feeder livestock 313 | Down 23 percent. 
Prices received by farmers for meat animals 275 | Down 25 percent. 
! Monthly average for year 
2 April 1957 or latest date for which data available. 
Source: Agricultural Prices, Apr. 30, 1957, published by Agricultural Marketi arvice, U. S. Depart- 
ment of Agriculture. 


Taste VI.—Farm food products purchased by domestic civilian consumers 


1. Volume of farm food products supplied to consumers was 11 percent greater 
in 1956 than in 1952. 
2. Consumers paid $3 billion more in dollars for 11 percent more food. 
But farmers received $1.6 billion less for supplying the 11 percent more. 
The marketing bill was $4.6 billion more. 
Marketing charges per unit handled were up 6 percent. 
While the unit price received by farmers was down 16 percent. 


Change 


Total retail cost, billion dollars f és ia $44. 5 $47 Up $3.0. 
Payment to farmers, billion dollars.__.--- Bees $20. 1 18.5 | Down $1.6. 
Marketing bill, billion dollars i . $24.4 $29.0 | Up $4.6. 

Volume purchased, index : : 109 121 | Up 11 percent 
Unit price received by farmers ‘ 7 i 288 241 | Down 16 percent. 
Unit marketing charges a —_ a 114 121 | Up 6 percent 


Source: 1957 Agricultural Outlook Chart Book, published by U. 8. Department of Agriculture. 


TABLE VII 


A. Using fixed quantities of food (market basket) and of clothing and house- 
furnishings shows: 

1. Retail costs steady. 
2. Marketing margins up 6 percent for food; steady for cotton goods. 
3. Farmers’ share of consumers’ dollar down 15 percent for food commodities ; 
down 7 percent for cotton goods. (Cotton prices unlike those of most food com- 
modities were held up to some extent by support programs during this period.) 


MARKET BASKET OF FARM FOODS 


Change 
Marketing charges, index 121 | Up 6 percent. 
Farm value, index 83 | Down 19 percent. 
Farmers share of consumers dollar, cents i 40 | Down 15 percent. 


FAMILY PURCHASES OF 42 ITEMS OF COTTON CLOTHING AND HOUSE FURNISHINGS 


Retail costs, doliars 56. 36 55.64 | Down 1 percent 
Farm value, dollars 7.9 7.00 | Down 12 percent 
Marketing margin, dollars 5 18. 64 Do. 

Farmers share, cents l 13. Down 7 percent 


Source: 1957 Agricultural Outlook Chartbook, published by U epartment gricultur 
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TABLE VIII 


Looking into the widening margins we find that— 

1. A larger volume of food was handled—up 7 percent. 

2. The number of workers employed was up only 4 percent. 

38. The labor cost per unit of product handled was up only 4 percent. 

4. Profits of food handling corporations was up by at least one-fourth to 
one-third both in total and as a percentage of sales. 

5. United States Department of Agriculture so far has not revealed com- 
parable profits figure as a percentage of stockholders equity. 

6. Processor profits increased by considerably more than either retailers’ 
or wholesalers’. 





| | 
1952 | 1955 Change 

: es RE ae een — 
Volume of farm-produced food products handled, index___| 142 152 | Up7 percent. 
Number of workers employed in marketing, index | 129 | 134 | Up 4 percent. 
Labor cost per unit of product handled, index 223 | 231 | Do. 
Profits of food handling corporations: 

Before taxes, billion dollars_____ | Le 1.6 | Up 23 percent. 

After taxes, billion dollars 6 .8 | Up 33 percent. 
Net profits, as percentage of sales: 

46 food processing companies 1.6 2.2 | Up 37 percent. 

5 wholesale food distributors __ .9 | Up 29 percent 

8 retail food chains | io 1.0 | Up 25 percent 


Source: 1957 Agricultural Outlook Chartbook, published by U. 8. Department of Agriculture. 


TABLE IX 


The farm price parity ratio is widely used and accepted as a reliable measure 
of change in the economic situation of farmers. Even in his latest addresses. 
Secretary Benson accepts it as an index of descriptive, if not active, prograi: 
value. The farm price parity ratio compares prices received with prices paid 
Applying same principle to wholesalers, processors and retailers of food, we get 
the following interesting results: 


1952 | 1956 | Change 
Farmers’ price parity ratio 100 83 | Down 17 percent 
Wholesalers’ price parity ratio 100 100 | Nochange. 
. . . | tT ‘ 
Retailers’ price parity ratio 106 110 | Up3 percent. 
Processors’ price parity ratio 100 116 | Up 16 percent. 


1. These figures reveal that the major part of the increased marketing margin 
since 1952 has accrued to processors. Retailers have gained a little from 1952 
to 1956 price trends but not very much. 

2. Processors appear to have raised labor costs per unit processed by about 
4 percent and to have increased their profits by 37 percent. Presumably they 
increased the “value added by manufacture” by a certain extent, and paid 
slightly higher prices for nonfarm raw and processed materials used in their 
processing operation, e. g., cellophane, freezing chemicals, additives, machinery, 
etc. 

History of the past 4 years as revealed in the preceding nine tables shows 
that processors mainly and retailers to an extent, have absorbed all of farmers’ 
losses. History indicates that the increased processor take in actual dollars was 
mainly reflected in profits, before and after taxes, and in increased payments 
made for purchases of nonfarm supplies. 

But whatever history shows about where farmers’ dollar losses have gone, the 
pertinent questions are: 

Taking the food and fibed marketing structure as it now exists in 1957, what 
avenue or approaches are available to improve the prices paid to farmers by 
the system? Where can and should the extra dollars for farmers come from ? 

Figures in following table illustrate the problem : 
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Taste X.—Farm food products purchased by domestic civilian consumers 


{Billions of dollars] 


Item 1956 | 1957 or 
1958 or ? 


Total retail cost _.._-- 


Payment to farmers. .--- 
Marketing bill. __- 


Corporate profits: ? 
Before taxes. --.--. 
After taxes__- 
Labor costs 3_- 
Intercity transportation 
Other costs *.............. 


1 Estimated from 1955 figures. 

2 Not including transportation figures. 

3 Does not include restaurants or transportation. 
4 Includes profits of unincorporated businesses. 


Payment to farmers in 1955 was $18.2 billion for entire food supply; in 1956 
$18.5 billion. Prices received by farmers averaged about 80 percent of parity 
for food commodities. To have raised farmers’ payments to the equivalent of 
100 percent of price parity (short of income parity by a third) would have 
required a 25 percent increase ($4.5 billion) from $18.5 billion to at least $23 
billion. 

1. Without any reduction in any marketing charge, this would have raised 
the retail cost to $52.0 billion from $47.5 billion in 1956, an increase in retail 
food prices of 9 percent. 

2. Elimination entirely of all corporate profits, before taxes, of processors 
and retailers from the marketing bill would make up only $1.8 billion of the 
looked for $4.5 billion. While such profits may have been unnecessarily large 
in 1955 and 1956, they cannot be eliminated entirely. Thus, something less 
than $1.8 billion of the needed $4.5 billion could be recaptured from corporate 
profits, before taxes. 

3. The approximately $10 billion for other costs shown in table X, are for cello- 
phane, freezing chemicals and other nonfarm raw materials used in food proces- 
sing and handling firms. Such firms are not usually the exclusive users of 
such material, the addition of which to farm-produced foods, the retailer and 
consumer seem to desire and be willing to pay for. Short of OPA price ceilings 
on such material or outlawing of their use with food products, there seems little 
Saving that could be made on this item except greater efficiency in the use of 
these materials. 

Undoubtedly additional research might uncover some greater efficiencies that 
might be made. However, the history of such research is that it, also, uncovers 
new nonfarm materials and services such as parking lots, containers, trading 
stamps, cellophane bags, prepackaging, additives, etc., that can be added to food 
to improve the competitive merchandising position of processors and retailers, 
thus adding to the magnitude both in total and per unit. 

Certainly more resources should be devoted to research designed to increase 
the efficiency with which nonfarm materials are used in processing food pro- 
ducts. However, even with much greater allocation of resources of such re- 
search, probably all we could hope to do is to bring along efficiencies fast 
enough to reduce costs to balance the increased costs of new “built-in-maid 
services” developed by merchandising and similar research. 

Even here we would have to assume that the prices of manufactured sup- 
plies used by processors and retailers would in some manner be prevented from 
rising as they have the past 4 years. 

All in all, increased research on material-using efficiency in food processing 
plants should by all means be encouraged. But this item would not appear to 
be a very promising area in which to look for major reductions in the market- 
ing margin bill. 

4. The cost of intercity transportation (about $3.8 billion) in 1956, is de- 
termined largely by the Interstate Commerce Commission and the volume of 
food transported. Some efficiencies in routing and re-routing might be worked 
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out, but it is doubtful if these savings would balance future rate increases that 
may be granted to interstate carriers. 

5. This leaves the “labor costs” item. This is composed of (a@) volume of 
labor employed and (0b) of wages and fringe benefits per hour. 

Farmers Union does not favor the enactment of proposed legislation to re- 
move the protection of minimum wage legislation and collective bargaining 
from agricultural processing and handling personnel. 

Some additional savings in labor costs can be effected by research to increase 
processing and merchandising efficiency in processing plants and retail estab- 
lishments, but this hope for savings must be qualified just as in the case of 
“other costs” by a recognition that some of the labor savings from greater 
efficiency of labor use will be taken up by the cost of added services and ma- 
terials such as packaging, parking lots, additives, etc. How much net labor 
cost savings can be brought about by “efficiency” research is problematic, but 
in any event will be slow and gradual in coming about. 

In no event can savings in labor costs be looked upon as a promising source 
of the at least $3.5 billion needed to raise farmers’ payment to 100 percent of 
price parity level, even if $1 billion of corporate profits are removed from the 
marketing bill. 

Even assuming that approximately $13 billion labor cost could be reduced 
by $1 billion, this would still leave $4.5 billion minus $2 billion, or $2.5 billion 
still needed by farmers that does not seem to be available from savings that 
can be realistically recaptured from the marketing bill as such. 

6. If this analysis is correct, it means that the entire analysis must be raised 
above the competitive level within the confines of existing unwise general national 
economic policies by adopting policies to provide more rapidly increasing 
consumer purchasing power and export demand. 

Even with increased consumer and export demand stimulated by Government 
action programs, the only source for reduced retail food and clothing prices, if 
that is made a goal, other than the approximately $2 billion indicated above, is 
from consumer subsidies on all food or from lower prices paid to farmers and 
thus lower farm income. 

Within the confines of stagnant national economic policies, the only source of 
increased prices to farmers, except for the approximately $2 billion savings on 
marketings, must come either from Government payments or higher retail and 
export prices, or both in combination. 

Several lines of action seem promising: 

(a) Increased public and private research and educational efforts to find 
new uses for farm commodities and to improve the economic and physical effi- 
ciency of food and fiber processing and marketing operations: 

(b) Reversal of national economic policies that have resulted in rising interest 
rates and a too slow growth in consumer incomes: 

(ec) Adoption of action programs to increase food and fiber purchasing power 
of low income domestic consumers and foreign nations; 

(d) More aggressive and stronger Federal regulation to stop monopolistic 
mergers and to break up powerful combinations of economic strength; 

{c) Vigorous efforts by farmers to seek and obtain much greater market bar- 
gaining power than they now have, through such means as: 

1. Collective bargaining techniques and association ; 

2. Buying into middlemen’s business enterprises ; 

3. Improved State legislation ; 

t. Improved Federal farm programs of workable combinations of parity 
income payments, price-supporting loans, purchases, and purchase agree- 
ments and farmer control of market supply. 

Mr. Harrison. I don’t have any question on that. However, I won- 
der if the witness would expand on the statement made that the con- 
sumer income has not expanded rapidly enough to take up this so- 
called slack. I thought that the consumer’s income had expanded. 

Mr. McDonarp. There are a number of factors which would require 
a very complicated answer, to answer it completely, but as you are no 
doubt aware, Mr. Harrison, the productive facilities in some lines, par- 
ticularly automobiles which is one example, have expanded faster 
than consumer demand. 
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We have, I believe, in steel production a more rapid expansion of 
facilities and unused capacity, which indicates that the consumer de- 
mand for steel products, and as I say, for automobiles, has not ex- 
panded as rapidly as the plant capacity of the Nation as a whole. 

Mr. Harrison. How do you apply that to the food products; that is 
the thing that we are talking about here. Has the consumer income 
expanded sufficiently to pick up the necessary food that he needs to 
take care of that? 

Mr. McDonatp. You may recall that we Aponaored along with other 
groups a sort of a stamp plana year or soago, I didn’t partic ipate in 
that presentation, in that analy sis, but as I recall, our witnesses pre- 
sented material to this committee indicating that there were about 20 
million people in the United States that did not get enough to eat— 
old-age groups and some unemployed and incapac itated groups. 

And at the same time, of course, we have the expansion of the farm 
production, with some of these people not actually getting minimum 

requirements. 1 would be glad, Mr. Harrison, to furnish figures to 
the committee—I do not have them at hand—in regard to the com- 
parable expansion and in food consumption and the plan expansion 
as a whole in the country. 

I think it has lagged. I do not think consumer income as a whole 
has gone along quite as fast; the purchasing power of the dollar has 
gone down the last few years because of inflation. That applies, of 
course, to the farmer. But I will be glad to get up figures that I can 
to answer your queen more fully. 

Mr. Harrison. I do not think it is necessary to produce any more 
figures, but I just wonder what your observations were with respect to 
the consumer income. 

It does seem that the consumer as such has had an income sufficiently 
greater than that of the farmer to provide the food supplies that he 
has needed, and I haven’t the figures at hand, but statistics will point 
out, I think, that people today in general are "eating much better, and 
eating more than they were some 10 or 20 years ago. Would you not 
agree with that? 

And, too, I might say that in the amount of food that is consumed, 
it is not simply more, but the farmer is put in the position of a non- 
bargaining place for the reason that he has more than the consumer 
will consume. That is, if he had a little less food and we had not these 
surpluses piled up that we have, that he would be in a better bargaining 
position and probably could command a greater portion of this con- 
sumer dollar than he is getting at the present time. 

Mr. McDona.p. Yes, sir; | would agree with that. 

Mr. Harrison. I think it is a difference probably from the stand- 
point of total consumption, if these 20 million that you speak of are 
not getting a sufficient diet that that difference possibly is made up in 
total consumption by the amount that is being provided at the pres- 
ent time through the school-lunch program which was not in being a 
few years ago. 

It’ has been built up because of the surpluses that we have had. I 
have no formula for providing a method by which this consumer 
group is going to eat more, and pick up a greater amount of the pro- 
duction of the farmer today, but to put him in a ba irgaining position 
in which he is not in. 
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I think we need to try to come up with some formula by which he 
will be in a better bargaining position. At the present time he seems 
to be more or less at the mercy of the Government. 

Mr. Drxon. I notice here that Mr. Triggs places the living cost 
as the No. 1 cost accounting for the increase in spread between what 
the producer would receive for his commodity and the consumer pays; 
and the direct labor cost alone was 47 percent, Mr. Triggs said, and an 
indirect cost would make it greater than that, I guess, especially for 
transportation, because much of transportation cost is labor. 

I notice here that the witness giving the paper, Mr. McDonald, 
says that the labor direct cost is $13 billion, which corresponds to Mr. 
Tri iggs’ testimony, and that labor cost might be reduced $1 billion; 
is that correct ? 

Mr. McDonatp. [ believe you are referring to the table in my 
statement ? 

Mr. Drxon. That is on page 12 of your statement, at the bottom. 
You suggest that even $1 billion of the labor cost can be saved ? 

Mr. McDonavp. I believe that figure is an estimate. May I, to fur- 
ther comment in conclusion at this point, on Mr. Triggs’ testimony, 
we do not agree that the margin between, the difference between farm 
prices and consumer prices 1s primarily due to labor. 

As I pointed out here in the latter part of my statement, the man 
output per hour has been increasing, and we think that the wage in- 
creases which labor has gotten have been justified, and furthern more, 
if you do not, as the Congressman just pointed out, have a high con- 
sumption demand, if we do not have good wages, then we don't have 
Sood demand for your farm products. 

Mr. Drxon. You will say that the direct labor cost has been in- 
creasing ? 

Mr. McDonatp. Yes, indeed. 

Mr. Dixon. Probably more rapidly than any other cost. 

Mr. McDona.p. Yes; that is correct. 

Mr. Drxon. From 3.7 percent in 1930 to 13 percent in 1955, an 
increase of 4 percent from 1950 to 1955? 

Mr. McDonaxp. Yes. 

Mr. Dixon. What other cost is more important than the labor 
cost ¢ 

Mr. McDonatp. Well, what I was saying was we feel that the in- 
crease in wages has been justified in the main. 

Mr. Drxon. You have not answered my question. Is there any other 
cost more important than the labor cost ? 

Mr. McDonaxp. I do not know whether there is any other cost. I 
would think in most distribution there is the labor cost, of course, the 
initial cost of the product is important. 

Mr. Dixon. Going back to the original argument about increased 
production in marketing, handling, T think the statistics will show 
that increased production i in the marketing handling has not increased 
as much as the production of the farmer and the producer. 

Mr. McDona.p. I would agree with that. 

Mr. Dixon. Would you not say that the handlers and marketers, 
processors, were not increasing their production, like the farmer? 

Mr. McDonarp. We would ‘certainly agree with that statement; 


yes, sir. 
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Mr. Dixon. The farmers have been attacked, but they certainly have 
increased, it seems to me; they should not be condemned for their 
productivity. 

So that your statement minimizes any change that can be acquired 
through reduced labor costs. 

Mr. McDonatp. Yes, sir. 

Mr. Dixon. I notice that your testimony fails to mention recom- 
mendation 3 of the Farm Bureau, you do not mention that at all? 

Mr. McDona.p. No, sir. 

Mr. Dixon. As one factor? 

Mr. McDonatp. No, sir. 

Mr. Dixon. These are in Mr. Triggs’ paper ? 

Mr. McDonatp. Yes, sir. 

Mr. Drxon. You do not mention any exception of the Motorists 
and Carriers Act. Do you think that is important ? 

Mr. McDonatp. I might say that is an omission, and possibly we 
should have included that in our recommendation. We fully support 
that part of the Interstate Commerce Act which exempts agricultural 
products. 

Mr. Dixon. How do you stand on the fifth recommendation of the 
Farm Bureau reduction of taxes ? 

Mr. McDonatp. May I have a copy of the statement so that I can 
follow this a little more intelligently ¢ 

Mr. Drxon. That is on page 12, that is recommendation 5. It says: 

The cost of distributing farm products vitally affected by the level of taxes. 
Economy in Government at all levels, can, if consistently adhered to, significantly 
reduce the margin between farm and consumer prices. On the other hand, in- 
creased Government expenditures will increase marketing. 

What is the position of your fine organization with regard to that 
recommendation ¢ 

Mr. McDonap. Well, I think we have no objection to that recom- 
mendation. We certainly favor economy in Government wherever 
possible; we favor the reduction in taxes. However, to be more spe- 
cific, we would not favor a reduction in the income tax rate from which 
our Government derives a large amount; possibly on some excise taxes, 
yes, certainly, excise taxes on farm supplies and on necessary items, 
we would go along with that. 

Mr. Dixon. Anything that the Government can do to help you? 

Mr. McDonatp. Yes. 

Mr. Jenninos. Will you yield there? 

I said you would not favor any decrease in income taxes? 

Mr. McDonatp. We would favor widening the exemption, lighten- 
ing the tax on the bottom layer. We favored a few years ago giving 
each income-taxpayer an exemption, I believe, of $700 instead of $600; 
we favor lightening that. 

That would, of course, decrease the amount of taxes which the little 
man would pay. 

Mr. Jennines. Would a reduction have any effect on distribution 
cost ¢ 

Mr. McDonaxp. I think so. I think if you would reduce each in- 
come taxpayer’s tax in the Nation, reduce it as much as $20, it would 
have that much effect, and if you gave him a bigger exemption, of 
course, then you would have a greater proportionate result. 
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What I was trying to say is that we do not favor reduction in the 
corporate income taxes. 

Mr. Jenninos. I felt that was true. That is why I asked the ques- 
tion; I felt that perhaps is what you meant. 

Mr. McDonavp. That is what I had in mind. 

Mr. Dixon. But you do favor the reduction in the individual income 
taxes ¢ 

Mr. McDonaup. Yes, sir. 

Mr. Dixon. We are shy about $314 billion of giving the farmer what 
you say he ought to have; where are you going to get that? 

Mr. McDonatp. We are hopeful, as we have indicated in this little 
pamphlet—we are hopeful that this committee will come up with some 
further suggestion. 

As indicated in our statement, we do not know. 

Mr. Dixon. How can you reduce income taxes and still give the 
farmer $314 billion more? 

Mr. McDonaup. If you reduce his income taxes $100, then you 
would increase his income by that much. 

Mr. Dixon. Would you deduct this from the 31% billion that we are 
supposed to give him? 

if we cut his income tax $100, would you deduct that amount from 
the 314 billion, or are we supposed to give him 3% billion above that 
tax reduction ? 

Mr. McDonaxp, I think not. This is rather academic. This figure 
is one that our economists arrived at after some calculations as to what 
we thought fhe farmer ought to have as an income. 

Mr. Dixon. It is not Jendainic. 

Mr. McDonaxp. But if you reduce the farmer’s taxes, you will agree 
to automatically increase his income by the amount of reduction in 
taxes ? 

Mr. Dixon. But you haven’t answered my question, Is that amount 
to reduce the taxes, to come out of this 314 billion? 

Mr. McDona.p. I would say so; yes, sir. 

Mr. Jennitnes. You will have to admit, if you will yield there, if it 
were paid in taxes to start with, if he is in the category of paying 
taxes, all right, but if you are not paying any taxes you would have a 
reduction from nothing. There would not be anything that you could 
take that from; could you? 

Mr. McDonavn. That is true. 

Mr. Drxon. The witness mentions corporate profits as the big bad 
wolf? 

Mr. McDonatp. Yes, sir. 

Mr. Dixon. What part of the marketing cost spread can be charged 
against corporate profits? 

Mr. McDonavp. I think a substantial part, but it would not nearly 
take care of the disparity that we are talking about here all the way 
through. 

Mr. Drxon. Would the witness like to give it—would he like to 
supply it for the record, if he does not have it here, what part of this 
spread is due to corporate profits ¢ 

Mr. McDonatp. Pi yitint to farmers in 1955 was $18.2 billion for 





entire food supply; in 1956 $18.5 billion. Prices received by farmers 
averaged about 80 percent of parity for food commodities. To have 
raised farmers’ payments to the equivalent of 100 percent of price 
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parity (short of income parity by a third) would have required a 
25 percent increase ($4.5 billion) from $18.5 billion to at least $23 
billion. 

1. Without any reduction in any marketing charge, this would 
have raised the retail cost to $52 billion from “$47. 5 billion in 1956, 
an increase in retail food prices of 9 percent. 

. Elimination entirely of all corporate profits, before taxes, of 
processors and retailers from the marketing bill would make up only 
$1.8 billion of the looked-for $4.5 billion. While such profits may 
have been unnecessarily large in 1955 and 1956, they cannot be elimi- 
nated entirely. Thus, something less than $1.8 billion of the needed 
$4.5 billion could be recaptured from corporate profits, before taxes. 

3. The approximately $10 billion for other costs in table X, are for 
( aon ne, freezing chemicals, and other nonfarm raw materials used 
in food processing ~and handling firms. Such firms are not usually 
the exclusive users of such material, the addition of which to farm- 
produced foods, the retailer and consumer seem to desire and be 
willing to pay for. 

Short of OPA price ceilings on such material or outlawing of their 
use with food products, there seems little saving that could be made 
on this item except greater efficiency in the use of these materials. 

Undoubtedly additional research might uncover some greater effi- 
ciencies that might be made. However, the history of such research 
is that it, also, uncovers new nonfarm materials and services such as 
parking lots, containers, trading stamps, cellophane bags, prepack- 
aging, additives, and so forth, that can be added to food to improve 
the competitive merchandising position of processors and retailers, 
thus adding to the magnitude both in total and per unit. 

Certainly more resources should be devoted to research designed to 
increase the efficiency with which nonfarm materials are used in 
processing food products. However, even with much greater alloca 
tion of resources of such research, probably all we could hope to do is 
to bring along efficiencies fast enough to reduce costs to balance the in- 
creased costs of new built-in-maid services developed by merchan- 
dising and similar research. 

Even here we would have to assume that the prices of manu- 
factured supplies used by processors and retailers would in some 
manner be prevented from rising as they have the past 4 years. 

All in all, increased research on materials-using efficiency in food- 
processing plants should by all means be encouraged. But this item 
would not appear to be a very promising area in which to look for 
mi re reductions in the marketing margin bill. 

The cost of intercity transportation (about $3.8 billion) in 1956 
is ai ermined largely by the Interstate Commerce Commission and 
the volume of food transported. Some efficiencies in routing and re- 
routing might be worked out, but it is doubtful if these savings would 
balance future rate increases that may be granted to interstate car- 
riers. 

This leaves the “labor costs” item. This is composed of (a) 
volume of labor employed and (%) of wages and fringe benefits 
per hour. 

‘armers Union does not favor the enactment of proposed legisla- 
tion to remove the protection of minimum-wage legislation and col- 
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lective bargaining from agricultural processing and _ handling 
personnel. 

Some additional savings in labor costs can be effected by research 
to increase processing and merchandising efficiency in processing 
plants and retail establichinénts, but this “hope for savings must be 
qualified just as in the case of “other costs” by a rec ognition that some 
of the labor savings from greater efficiency of labor use will be taken 
up by the cost of added services and materials such as packaging, 
parking lots, additives, et cetera. How much net labor cost savings 

‘an be brought about by “efficiency’ research is problematic, but 1 
any event will be slow and gradual in coming about. 

In no event can savings in labor costs be looked upon as a promising 
source of the at least $3.5 billion needed to raise farmers payment to 
100 percent of price parity level, even if $1 billion of corporate profits 
are removed from the marketing bill. 

Even assuming that approximately $13 billion labor cost could be 
reduced by $1 billion, this would still leave $4.5 billion minus $2 bil 
lion, or $2.5 billion still needed by farmers that does not seem to 
be available from savings that can be realistically recaptured from the 
marketing bill as such. 

6. If this analysis is correct, it means that the entire analysis must 
be raised above the competitive level within the confines of existing 
unwise general national economic policies by adopting policies to pro- 
vide more rapidly increasing consumer purchasing power and export 
demand. 

Even with increased consumer and export demand stimulated by 
Government action programs, the only source for reduced retail food 
and clothing prices, if that is made a goal, other than the approxi- 
mately $2 billion indicated above, is from consumer subsidies on all 
food or from lower prices paid to farmers and thus lower farm 
income. 

Within the confines of stagnant national economic policies, the only 
source of increased prices to farmers, except for the approximately $2 
billion savings on marketings, must come either from Government 
payments or higher retail and export prices, or both in combination. 

Several lines of action seem promising: 

A. Increased public and private research and educational efforts 
to find new uses for farm commodities and to improve the economic 
and physical efficiency of food and fiber processing and marketing 
operations; 

B. Reversal of national economic policies that have resulted in ris- 
ing interest rates and a too slow growth in consumer incomes; 

C. Adoption of action programs to increase food and fiber pur- 
chasing power of low income domestic consumers and foreign 
nations; 

D. More aggressive and stronger Federal regulation to stop monop 
olistic mergers and to break up powerful combinations of economic 
strength ; 

I. Vigorous efforts by farmers to seek and obtain much greater 
as bargaining power than they now have, through such means as: 

. Collective bargaining techniques and associations ; 
2. Buying into middlemen’s business enter prises ; 
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3. Improved State legislation ; 

4. Improved Federal farm programs of workable combinations 
of parity income payments, price-supporting loans, purchases, 
and purchase agreements and farmer control of market supply. 

Finally, I conclude by reading a brief Farmers Union Policy Leaflet 
which was composed as a result of the announcement of this investi- 
gation. 


FARMERS UNION PoLicy LEAFLET No. 5: For Tuis Wr StTAND—CLOSING THE 
MARKETING SPREAD 


WILY ARE FOOD PRICES HIGH ? 


The city housewife has often blamed the farmer for the increased cost of food 
items in her market baskets. The facts don’t justify this: 

(a) Retail food prices climbed 16 percent in the last 10 years, while farm 
prices went down 14 percent. 

(6) Farmers received only 40 cents of each consumer food dollar in 1956, 
compared with 52 cents in 1946. 

Here’s what happened to the various items in the typical market basket be- 
tween 1946 and 1956: 


Retai! cost Farm value 

bisa capes 
| 

Bakery products and cereals Up 34 percent Down 7 percent 
All bakery products | Up 3l pereent_ Down 16 percent. 
Dairy products_. Up 15 percant Down 5 percent. 
Meat products Down only 5 percent Down 29 percent. 
Poultry and eggs Down 13 percent Down 21 pereant 
Fruits and vegetables Up 12 percent Up only 7 percent. 


In 1947, farmers got 2.9 cents for the wheat in a 12.5-cent loaf. 

In 1955, farmers got 2.7 cents for the wheat in a 17.7-cent loaf. 

In 1947, farmers got 10.3 cents for a quart of milk retailed at 18.8 cents. 

In 1955, farmers got 10.2 cents for a quart of milk retailed at 22.5 cents. 

Clearly, the farmer isn’t benefiting from higher food prices. As the consumer 
pays more, the farmer gets less. The gap between farm value and retail price 
is widening steadily. 

This gap is called the “marketing margin” or “price spread.” It includes the 
charges for handling, transporting, and processing farm commodities from the 
time they leave the farm until they end up in the consumer’s market basket. 

These “in-between” charges for “middleman” services account for increasing 
retail prices and declining farm returns. 


WHY WIDENING MARGINS? 


The consumer who knows enough not to blame the farmer for higher prices is 
inclined to put the blame on labor. This is because food processors and re- 
tailers have put on a high-powered campaign to persuade both farmer and con- 
sumer that rising labor costs are responsible for widening market spreads. 

The food industries claim that they can’t “absorb” wage and salary inereases 
and must pass them on to the consumer in the form of higher prices—and back- 
ward to the farmer in the form of lower returns. 

But the facts disprove this claim : 

1. Wage and salary increases in the food industries account for only a fraction 
of the terrific drop in farm receipts. 

2. Most wage increases were justified by increased productivity (output per 
man-hour), and even if they were not, food imé@tstry profits were high enough 
to absorb them. 

3. Food industry profits have actually been increasing: In 1952, food industries 
earned 7.6 percent after taxes (16.8 percent before taxes) on stockholders’ 
equity. In 1955, they earned about 9 percent after taxes (18 percent before 
taxes) on stockholders’ equity. In 1956, food processors’ profits rose 7 percent 
over 1955, and retail chain store profits were up 29 percent. 
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These damaging facts explain why corporate middlemen are so anxious to find 
a whipping boy. By pitting consumer against farmer, or consumer and farmer 
against labor, they hope to distract attention from their own gains made at the 
expense of other groups. 

It is unlikely the family farmer and the wage earner will fall for this. They 
know they are each other’s best customer and that their economic well-being is 
inseparably interwoven. 


THE ISSUE: BARGAINING POWER 


The key issue is this: Middlemen could not arbitrarily widen their margilis at 
the expense of farmers if farmers had the bargaining strength to resist. 

Because of the highly competitive, small-business nature of farming, farmers 
have always been in a weak position in the market place. Yet they are forced 
to deal with strongly organized middlemen—wholesalers, processors, and re- 
tailers. 

The food industry and retail grocery business are dominated by a few giant 
corporations that grow stronger each year, spreading their control in all direc- 
tions. As they grow stronger, the farmer’s bargaining power grows relatively 
weaker. 

This process is greatly accelerated by the systematic erosion of farm price- 
support programs over the past few years. The farmer’s bargaining power is 
thus weakened from both ends. 

A special subcommittee of the House Agriculture Committee is currently in- 
vestigating the causes for widening spreads. Farmers’ Union has long advocated 
such a study as a continuing measure, not just a temporary one. 

Farmers’ Union believes that an objective investigation will show that widen- 
ing price spreads are caused by: 

(a) The alarming growth in monopolistic practices in the food handling 
and processing industries. 

(b) The wrecking of firm price support programs to protect and improve 
farm family income. 

Farmers’ Union maintains that these injustices must be corrected through: 

1. Stern regulatory measures to stop monopolistic mergers and to break 
up existing powerful combinations of economic strength. 

2. Sound legislation to improve and protect the family pattern of American 
agriculture and to bolster and improve the income of farm families. 

3. Economic plannnig toward a full-employment, full compensation economy, 
including reversal of restrictive policies such as the tight-money policy. 

4. Research and educational programs that increase the efficiency of processing 
plants, transportation and retailing establishments, thereby cutting marketing 
costs. 

FARM INCOME AND THE MARKETING BILL 


Legislative Analysis Memorandum No. 57-18 


To obtain as increased family income any reductions that might be made by 
private and public action in marketing and processing charges, farmers will have 
to use exactly the same legislative and economic programs and projects that 
they need generally to strengthen and increase their chronically weak bargaining 
position in the commodity and money markets of the Nation and of the world. 

Mere hopeful glances at the 60 cents of the consumers’ dollar now paid to 
middlemen will not improve farm family income; nor will actual attainable 
reductions in marketing costs accrue to farmers unless they take the required 
bargaining action to get them in the form of better farm prices and income. 

Admittedly, the toll extracted by processors and retailers from the consumers’ 
dollar continues to rise. In total the rise in the processing and marketing bill 
has been almost three times greater than the drop in farm income. Per unit 
of commodity handled, the increased marketing margin has approximately 
equalled the drop in prices received by farmers. As marketing charges per unit 
went up over the past 5 years, prices received by farmers went down. Farmers’ 
share of the consumer dollar dropped from 48 cents in 1951 to 40 cents in 1956. 
Marketing charges rose from 52 cents to 60 cents. Consequently, the consumers’ 
food dollar bought just about the same amount of food in 1956 as in 1952. 

Consideration of these overall average statistics would make it appear that 
successful efforts to reduce existing marketing margins might be a way to raise 
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farm family income to parity, to bring about some measure of farm income 
improvement, or, at least, to serve as a protection ‘against further decreases in 
farm income. The fact that corporate profits of food and fiber processing and 
handling firms were almost a third higher in 1956 than in 1952 adds weight to 
the prospect of so doing. 

However, such easy optimism is not warranted. 

This is true for several impressive reasons. 

First, existing marketing charges, processors’ and retailers’ dollar-and-cents 
markups in particular, will not be easily reduced and may in fact continue to 
increase ; 

2. Important and sizeable segments of the marketing and processing charges 
cannot and should not be reduced; and 

3. Farmers will be able to obtain as increased income no more of such redue- 
tions in marketing and processing charges than their general bargaining power 
in commodity market allows them to demand and actually obtain. 

Farmers’ receipts from sale of farm food commodities in 1956 were approxi- 
mately $4.5 billion lower than if prices received by farmers had averaged 100 
percent of price parity. (To raise the payments to farmers up to a parity in- 
come level would have required an additional $17 billion.) Over the past 4 
years every drop in the farmers’ prices has been fully absorbed by increase in 
the marketing margin. 

If farmers could acquire bargaining power equal to that of middlemen, the 
following might be accomplished : 

1. Food handling corporations might be induced by stronger farmer bargain- 
ing power to reduce their profits, before taxes, from approximately $1.8 billion 
to $800 million. 

2. Possibly as much as an additional $1 billion per year could be saved in 
marketing payments, over a period of years, by public and private research and 
education aimed at increasing the efficiency of processors’ and retailers’ opera- 
tions. 

3. But these savings of $2 billion would leave a gap below price parity level 
of at least $2.5 billion in farm income still to be made up from either: 

(a) Parity income deficiency payments to farmers, or 

(b) Higher consumer income and expenditures for food through national full 
employment policies and special food programs, or 

(c) A combination of these. 

4. Same would be true of clothing and fiber-using house furnishings. 

5. The farmers’ payment for tobacco could be raised by reduction in Federal 
or State excises on tobacco products. 

A large part of the drop in the farmers’ share of the consumers’ dollar is the 
result of general national economic policies that have resulted in a slow-down 
in the growth of the economy and particularly the extremely slow growth of 
consumers’ income and expenditures. 

Consumers’ incomes have not been expanding rapidly enough to enable them 
to buy the farm and nonfarm products of the Nation's expanding productive 
capacity. 

Expanded industrial plant capacity has made available a growing variety of 
attractive new products at higher prices, thus attracting consumer purchases out 
of a more slowly expanding income to these nonfood products, leaving relatively 
less income for food and fiber purchases. 

At the same time, food and clothing processors and retailers have expanded 
facilities, additives, and services which are sold to consumers along with their 
food and clothing purchases. Since consumer incomes and the part available 
for food have not been allowed to expand as rapidly as processor and retailer 
service, the result has been that the resulting drop in demand for food and 
clothing in raw-material form has been passed back to the farmer, whose bar- 
gaining power was so weak that he could be forced to absorb the shocks. 

Not only have general national economic policies slowed down the expansion 
of consumer incomes available for food and clothing purchases; these policies, 
including the hard-money rising interest rate policy, have brought about in- 
creased materials, inventory, carrying, and other capital costs all along the 
processing and retailing channels. Just how much rising interest rates have 
added to the farm marketing bill cannot be ascertained from available statisties, 
but the figure is undoubtedly impressive. 
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The following statistical tables and commentary summarize briefly the major 
economic developments concerning the ever-widening spread between.. prices 
received by farmers and those paid by consumers for the processed and marketed 
products of farm-produced commodities. 

This memorandum is suggestive and sketchy rather than comprehensive and 
detailed. To sharpen up the argument and obtain the facts would require a 
careful examination along these general lines, commodity by commodity. Just 
such an exhaustive and careful detailed study is now very much needed for use 
in both public and private policy determination. 

Mr. McInrirez. I apologize to the witness for not having been here 
before, but I have another subcommittee which was me eting and I was 
there for a brief time. I am interested, however, in reference to 
point2. Youstate: 

Most wage increases were justified by increased productivity. 

I should like to know the relationship of that statement in relation 
to corporate profits ? 

Mr. McDonaxp. Isthat point 2 ¢ 

Mr. McInrire. Yes. It strikes me that there is a relationship be- 
tween the ability of the labor in the facility, and the maintaining of 
this productivity which is the justification for wage inc reases—there 
is a relationship there to the corporate profit, or the or ganization em- 
ploying this man, for is there not a relationship between his produc- 
tivity and the tools which the capital structure—the corporation— 
make available to him for him to work with? And in the problems 
confronting any business firm in relation to investment of capital and 
long-term investment in facilities, is there not a need for corporate 
profits i in order to provide labor with those tools whereby the laborer 

‘an maintain his efficiency as a laborer and justify his w age? 

Mr. McDonanp. Yes, sir. I think it is a matter of f difference in 
degree or of proportion. We think that the profits have been too 
high. Naturally, we well realize that if you do not have profits the 
business will go down, and you have nothing. 

Unless there is a profit, no company will operate. 

Mr. McInvire. It is not entirely a matter of narrowing the profits 
to just a point where this business does not go down. Isn’t it essential 
that his profits be such that with those he can build his business up, 
build the facilities that are necessary to keep him in the competitive 
scheme in which he is operating? And with the problem of getting 
‘apital, isn’t it essential that quite a degree of his investment in new 
plant or the remodeling of an old plant has to come out of profits—or 
else he has to go into the market which is already tight, in order to 
get capital for that expansion? Isn’t there a relationship there? 

Mr. McDonavp. I agree that a business must attract extra capital or 
increase their capacity through using surplus financing out of his own 
profits. I agr ee completely with that statement. 

My point is that profits have increased too fast, and at an unprece- 
dented rate. 

There was a time when 6 to 8 percent was a fair profit. Now we find 
firms are increasing—and I don’t have the figures, but I can supply 
them—I feel, where profits are up 15 and 20 percent in many instances, 
and we feel that is too much, particularly at a time when the farmer is 
making nothing. 

Mr. McIntire. On the other hand, of course, if that corporation 1s 
to grow, it has not only to pay the stockholders something to keep 











SSS Sls sss 


FOOD COST TRENDS 103 


that stock investment and to keep stockholders satisfied, but it has 
also to earn enough on top of that oftentimes to make improvements. 
The corporation cannot easily go into the market and get the equity 
necessary. 

Mr. McDonatp. I agree with that statement, yes, sir. 

Mr. McIntire. That is all. 

Mr. Jennines. Are there further questions ? 

Mr. Harrison, May I ask one? 

Mr. Jennines. Mr. Harrison. 

Mr. Harrison. Assuming that your statements he re are correct, that 
the profits have been excessive, w hat would be the solution to the prob- 
lem if that is true? Would you stop all profits for a period of time 
until the farmer catches up with his particular problem, so that the 
farmer can catch up? 

If they are out of balance, how do you suggest that we bring them 
in balance 

Mr. McDonatp. We have a few recommendations here, Mr. Harri- 
son, at the end of the statement. Those are our basic recommendations 
in regard to the general problem of agriculture. 

Mr. Harrison. “Stern regulatory measures,” and so forth. Would 
you recommend legislation today to stop profits, to stop these mergers, 
would you ? 

Mr. McDonarp. No, sir; no legislation to stop profits, unless they 
adversely affected competition. That refers to section 7 of the Clay- 
ton Act, which does provide that. 

We woul | like to see more strict enforcement of the antitrust laws, 
in other words, and we would like, also, to see in addition a transfer of 
jurisdiction on the monopoly problems in regard to the meatpacking 
industry from the Department of Agriculture to the Federal Trade 
Commission. 

As you know, there has been on the books, I believe, it is the Pack- 
ers Act of 1921; it has been on the books more than 25 years, and noth- 
ing has been done so far as we know in regard to enforcement of the 
antitrust laws by the Secretary of Agriculture. 

All other segments of the food industry and all other antitrust 
enforcements carried on by the Department of Justice and by the 
Federal Trade Commission, but this is pulled out, and I am told by 
the packers’ influence in 1921, and put over in the Department of 
Agriculture, where there is no familiarity with monopoly's particular 
problems. 

And under either administration—Democratic or Republican—no 
enforcement. So Farmers Union is supporting legislation which 
would correct this in regard to meat and meat products. 

We strongly favor, too, the packers’ consent decree of 1921, which 
prevents the big packers from going into the wholesaling business 
and prevents them from engaging in certain unfair practices in the 
stockyards, and in buying and so forth. 

There has been, as members of this committee, I am sure, know, 
several investigations of this matter. There was one last year by 

Senator O'M: thoney of the Judiciary Committee in regard to the buy- 
ing practices of the packers and chain stores and others. 
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It was found that by the practice of country buying and by syste- 
matically depressing the market and resorting to various miscella- 
neous practices, that the farmer was discriminiated against to the 
extent in the market place that he did not get a fair price for his 
livestock, and so forth, and so on. 

And getting back to this law pending— 

Mr. Harrison. May I interrupt just a second? Would you think 
that possibly can be attributed to the fact that the hogs selling at the 
top price of $21 or $22 per hundredweight today ? 

Are your packers so far out of line that that is the contributing 
factor for that ? 

Mr. McDonatrp. I do not know of any general depression of the 
hog market today, or the cattle market, by the big packers. It was 
proved in this investigation that I mentioned that the chainstores, 
that they individually, in isolated instances and in certain areas, 
which the committee went into in Colorado and other places, they 
found the farmer was discriminated against and did not get what he 
should have for his cattle, whereas the price in Chicago or Kansas 
City might be $21 that the farmer would get less, you understand, 
when he should have gotten more. 

Mr. Jenntnes. Are there any further questions ? 

I have one question. I noticed on page 13 of your statement here, : 
recommendation at the bottom of the page, vour No. 3 there, which 
says: 

“Improved State legislation.” I am somewhat interested in that, 
because most of our thoughts have been directed toward the Federal] 
Government always. What legislation do you have in mind for the 
States? 

Mr. McDonatp. Mr. Chairman, this list of recommendations was 
set up by economists, and I am unable to answer that question, I am 
SOrTy. 

Mr. McIntime. Would it be proper for me to interpret from your 
recommendations there that the Farmers Union supports price con- 
trols at this time in relation to the price problem ? 

Mr. McDonatp. We do not favor price controls at this time. We 
favor a system of price supports. 

We have supported the 90 percent parity bills that have been be- 
fore this committee, as you must know, many times, that is the chief 
thing that we rely on. These other things, like school lunches and 
these matters of antitrust law enforcement and so forth and so on, are 
subsidiary measures. 

We feel that the farmer is buying his supplies and needs for his 
family, for the most part from a system of privately administered 
prices. He is selling in a free market; he is highly competitive when- 
ever he goes to buy a cow or a tractor or farm supplies, he goes into 
an area where 5 or 4 companies control 75 percent perhaps of the 
output. So that these prices that farmer pays in New York or Chi- 
cago are set there, and he has nothing to do with it. 

He cannot bargain at all for what he pays for his needs, for his 
family or for his farm supplies. But when he goes to sell he has to 
take what he can get. 
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We favor price floors under all important farm commodities. Not 
only the basics. 

Mr. McInrme. This reference to “administered prices,” I have 
been reading a little bit that refers to that subject. What are the 
factors that you would interpret are involved in that term “adminis- 
tered prices”? Who administers them? 

Mr. McDona.p. As I understand it, in the steel industry, that is an 
industry that the farmer is very much indirectly dependent upon, as 
you know, that the United States Steel is the leader in the steel in- 
dustry, and United States Steel sets the price. And when it raises 
its price $6 a ton for steel, then the other companies automatically 
follow, because United States Steel perhaps controls—and I am just 
guessing—and I am just guessing—maybe 40 percent of the Nation’s 
output of steel. United States Steel, together with Bethlehem 
Youngstown and half a dozen others, is controlling the Nation’s out- 
put of steel. 

We have had investigations in the Congress by the Judiciary Com- 
mittees of both Houses, which indicated that in regard to steel and 
steel products, that you have a system of privately administered 
prices. And I think that the same is true to some extent in regard 
to other commodities, too. 

Mr. McIntire. By “administered prices” do you mean private en- 
terprise within an area of a certain commodity is so much in control 
of the price structure that they can take the factors which go together 
to make up a price cost plus earnings and dictate that price to the 
market ? 

Mr. McDonawp. They can do anything they want to do within 
reason, of course, I suppose they would reach a point where there 
would be diminishing return, but they can arbitrate and have raised 
the price of steel for example. 

Several years ago labor got a wage increase which amounted, the 
economists tell us, to $2.50 a ton. 

Steel cost $2.50 a ton more in labor cost after this wage increase, 
and United States Steel raised the price then $7.50 a ton. This is typi- 
cal. We don’t object of course to their raising the prices to compensate 
for increased labor costs. 

Mr. McIntire. Can we assume then—and I am not making the 
charge—that the steel industry is very much acquainted with its pro- 
duction costs and that the control of this industry is in the hands of 
major companies; and that not by collusion but by announcing the 
price other companies come along generally in line with the announce- 
ment? Hence, it is a price which the industry can dictate, and one 
which the general public has to pay. 

Mr. McDonatp. Yes, sir. 

Mr. McInime. But, also a part of “administered price,” to use a 
broader term, is the fact that within that pricing structure are cer- 
tain price factors over which that producer may not have a great deal 
of control, like transportation, negotiated wages, and things of that 
sort. Those are always a part of the complex called administered 
prices, aren’t they ? 
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Mr. McDonatp. Yes, sir. 

Mr. McIntme. So that the point I want to make is, it seems to 
me that the term “administered prices” is frequently used in relation 
to some corporations that are in a position perhi ups to say to the 
public, “The price of our goods is going to be this,” nevertheless, 
within that price structure there are fac tors which they have no con- 
trol over, either. 

Mr. McDonatp. That is quite true. 

Mr. McIntire. And so it isn’t entirely a part of the management 
of the corporation, a tool of theirs, because the corporation has to 
ae with factors which it virtually has no control over in the op- 

‘ation of its business, and it incorporates those in the so-called 
sdehinidoiod price? 

Mr. McDonavp. That is true. 

Mr. McIntire. And those corporations have negotiated costs over 
which, if they want to stay in business, they have only a marginal 
amount of control, too? 

Mr. McDonatp. Yes, sir. 

Mr. McIntine. Thank you. 

Mr. Anruso (presiding). I have one more question. Did you 
give any examples of monopolistic practices in the food handling 
and processing industry ? 

Mr. McDonarp. I have, Mr. Anfuso, a paper here which I would 
like to submit for the record or for your files, if you think it is too 
lengthy for the record. It is 1214 pages, entitled “Vertical Integra- 
tion” in regard to our business, and we give ex: mp sles of various con- 
trol of the food industries by the A. & P., by Safeway chainstores, 
and by some of the other distributors, and it cites a number of cases 
which have come up in the Federal Trade Commission work, in 
which these groups defrauded or attempted to take advantage of the 
farmer in the market place. 

Mr. Anruso. How many copies do you have / 

Mr. McDonaxp. I have only one copy here. 

Mr. Anruso. You may submit that for the record. 

Mr. McDonatp. Yes, sir. 


(The statement referred to is as follows:) 
VERTICAL INTEGRATION IN AGRI-BUSINESS 
Legislative Analysis Memorandum No. 57-15 
SUMMARY 


1. Vertical integration results in the acquisition of firms which facilitate con- 
trol of industry backward toward the point of production and forward toward 
the point of consumption. Vertical integration existts in the oil industry, steel 
industry, and a number of other industries, and, to some extent, in meatpacking 
and grocery firms. At the present time, vertical integration is going on in the 
food industry at a great rate, as well as in other businesses. There have been 
1,073 mergers during the past few years, two-thirds of which were made by 
companies naming assets of $10 million or more. 

2. Vertical integration in the meatpacking industry. Attention is called to 
a consent decree of 1920, since affirmed by the United States Supreme Court, 
which prevents meatpackers from controlling stockyards to the detriment of live- 
stock producers and feeders, and prevents meatpackers from going into the gro- 
cery and meat business to the detriment of the consumer. 


| 
| 
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(a) Note the quotes taken from a brief submitted by the National Farmers 
Union and other groups. This brief described the way in which the packers vio- 
lated the consent decree, dominating completely livestock markets and destroy- 
ing all competition. ; 

(b) Senator O’Mahoney last fall investigated the practice of country buying 
by meatpackers, the Safeway grocery chain, and other groups. During the last 
few years, country buying has been used to destroy the free market in the sale 
of livestock to the detriment of producers and feeders. 

3. Vertical integration by grocery chains. (See tables.) 

(a) The Great Atlantic & Pacific Co. is a specific example of a grocery chain 
which is operated to the detriment of farmers. According to the Department of 
Justice records, A. & P. dominated and demoralized produce markets in order 
to buy produce at bankruptcy and giveaway prices. It even filtrated and con- 
trolled farmers’ cooperative markets. A. & P. was fined $175,000 a few years 
ago because of its illegal activities. 

(b) Safeway Stores also operate to the detriment of the farmer. Safeway 
has extensive feeder lots and livestock buying operations. In 1 year Safeway 
obtained 30 percent of its meat supplies from its own meatpacking plants. The 
O'Mahoney investigation revealed that Safeway was one of the chief offenders 
in the pernicious practice of country buying. 

(c) Domination of a tomato growers’ co-op by big processors and distributors. 
H. J. Heinz, Campbell’s Soup, and others attempted to destroy a farmers’ co- 
operative by an illegal boycott, according to a finding of the Federal Trade 
Commission (July 13, 1956). This cooperative, operating in Ohio, Michigan, 
and Indiana, was set up in December 1950 to act as a bargaining agent for the 
growers in negotiating tomato contracts. The FTC outlawed the illegal boycott 
of the processors. 

(d) Conglomerate acquisitions. This term means that companies acquire 
firms which have no fundamental relationship to their business. During the 
last few years, a number of giant corporations have secured holdings in many 
diverse lines in order to make their economic position impregnable. By diverse 
holdings, the parent company is enabled to pick off its competitors, one at a time, 
making up its losses in one particular area by excessive profits in another arez 
where it has obtained a monopoly. An example of conglomerate acquisitions is 
American Home Products. 

4. Profits skyrocketing accompany waves of horizontal, vertical, and conglom- 
erate acquisitions. During the 1941-47 merger period, corporate profits in- 
creased 34% times; during the recent merger period, they have increased to an 
alltime high. Note the tables which indicate that food processors’ profits in- 
erease proportionately as farm income falls. Note also that General Motors’ 
profits of 1955 amounted to $1,189 million and were equal to the profits of 82 
percent of all the corporations in the United States, which includes all the 
smaller and medium-sized ones. 


VERTICAL INTEGRATION A MONOPOLY DEVICE, OPERATING TO THE DETRIMENT OF BOTH 
FARMERS AND CONSUMERS 


Vertical integration—the acquiring of firms which facilitate control of indus- 
try backward toward the point of production and forward toward the point 
of consumption—has been for a long time a weapon successfully used for 
monopoly purposes. Although horizontal acquisitions numerically have been 
greater, the monopolists have long realized that complete monopoly could not be 
achieved without vertical integration. Monopolists in the oil industry and steel 
industry, the meatpacking industry and other industries would have acquired a 
completely dominant position had it not been for the efforts of the Justice De- 
partment and the Federal Trade Commission. Although antitrust law enforce- 
ment has been sporadic, time consuming, and halfhearted, activities of these 
agencies have in some measure provided a deterrent which left the door of free 
competition at least partly open. 

During the 19th century, and the first 25 years of the 20th, the durable goods 
and the meatpacking industry acquired substantial control. The acquisitions 
in the food and distribution industry have largely come to pass during the last 
25 or 30 years. Although chainstores and dairy companies laid the foundation 
before this time for later control, they had not consolidated their implementa- 
tion and control until the last few years. Significantly, the greatest number of 
mergers occurring since 1950 were in the dairy and other industries. Here is a 
list of concerns which made more than 5 acquisitions during the years 1948-54: 
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Name of company Industry Number of 
| acquisitions 


Foremost Dairies, Inc. -.-...---- 4 .-..----| Food and kindred products 48 
een O00. a ieuscs.. i nie aaa ot do ae ; 17 
Olin Mathieson Chemical Corp apts. a* 5. a Chemicals 16 
Food Machinery & Chemical Corp ---..- ddk ult do 14 
H. K. Porter Co., Inc oe ........--.----| Fabricated metals 13 
Burlington Mills ‘Corp 5 : eos Textiles 12 
American Marietta Co- 4 C he micals 12 
cee Machine & Foundry Co __.....-.-| Nonelectrical machine ry il 

cko Products Oo... .0..-...-..:.--- : wen Fabric ated metals 10 
Peann Steel Car Co., Pi tt vane : .| Transportation equipment 8 
National Dairy Products Corp 2 \ | Food and kindred products. 8 
MeGraw Electric Co : J Electrical machinery s 
Allied Chemical & Dye Corp eesen oe ...-.-| Chernicals : ; ; 7 
National Lead Co_-___-- ee 5 elles Geo h eetak uae cek 74 7 
Textron, Ine eee & eet aS | Textiles and apparel ical 7 
General ‘Shoe 2 ERT ims 35 Leather 7 
Continental Can Co. , Inc. Seiad. tata | Fabricated meta!s athe 7 
Maremont Automotive Products, Inc. - 7 Transportation and equipment 6 
Merritt-Chapman & Scott___-- LS Nonmanufacturing cee 6 
H&B American Machine Co j Fabricate1 metals 6 
General Tire & Rubber Co-_--- aaa Rubber products 6 
Koppers Co. ; Chemicals 6 
International Mineral & Chemical C ‘orp. cme do 6 
Airline Foods Corp. _----- are _ | Food and kindred products 6 


Note that heading the list are Foremost Dairies and Borden, which acquired, 
respectively, 48 and 17 other companies. 

The Borden Co. and the National Dairy Products Corp. were recently sum- 
moned to appear before the Federal Trade Commission to explain why their 
merger activities were not in violation of section 7 (a) of the Clayton Act. 
According to complaints issued in these cases, these dairy companies have 
used illegal devices to acquire control of companies which process and dis- 
tribute milk products in various forms. These include cheese, cocktail spreads, 
biscuits, ice cream, cottage cheese, and many other products. Also mentioned in 
the complaint is control of various companies which manufacture related prod- 
ucts. 

Mention should be made of the recent wave of mergers, 248 of which have 
been in the food industry and over 400 either backward or forward horizontal 
integrations. According to the Federal Trade Commission, there were 1,073 
mergers from 1948 to 1953, two-thirds of which were made by companies of 
$10 million or more. Companies with assets of $1 million or less account for 
less than 8 percent of the total. 


Vertical integration in the meatpacking industry 

Of interest to Farmers Union is a recent petition by Armour, Swift, and 

Cudahy, three of the largest meatpackers, to set aside the so-called decree, 
the packers’ decree of 1920, which prevented them from complete domination of 
the livestock and meat industry from farmer to consumer. This consent decree, 
which has been fought all the way up to the Supreme Court on three different 
occasions by the meatpackers, was an attempt to break the stranglehold of the 
large meatpackers on livestock markets throughout the United States and to 
prevent them from compeltely taking over the distribution and sale of not only 
meat but its byproducts and dairy and general lines of groceries. The un- 
scrupulous, greedy, and dictatorial methods used by the meatpackers are out- 
lined at length in a brief submitted by the National Grange, Farmers Educa- 
tional & Cooperative Union of America, and the American Farm Congress on 
the 10th day of April 1926 to the Supreme Court of the District of Columbia. 
(In the Supreme Court of the District of Columbia, The United States of 
America, Plaintiff v. Swift & Conpany et al., Defendants, In equity No. 
37,623, intervening petition of the National Grange of the Patrons of Hus- 
bandry, the National Farmers Educational & Cooperative Union of America, 
and the American Farm Congress. Melville W. Borders, Ellis, Harrison, Fer- 
guson & Gary, Southern Building, Washington, D. C., attorneys for petitioners. ) 
The situation set forth in this brief follows: 

“* * * in these yards Armour & Co. refuse to permit any competition, or other 
buyers, and also refuse to permit the representatives of the Government to be 
present to regulate, or control, the transactions under the Packer and Stock- 
yards Act, 1921. In these yards no one is present but the buyer, Armour, who 
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determines the weight of the animal, the grade or classification of the animal 
and the price to be paid therefor. Because of the fact that the Packer and 
Stockyards Act, 1921, according to its own wording, applies only to public 
stockyards, Armour and Swift have, and maintain, their own private yards so 
as to shut out all competition and all governmental regulation and control. In 
this way, in the Mistletoe yards, Armour & Co., which is the largest hog buyer in 
the world, purchase approximately 25 percent of the hogs that are sold in 
Kansas City. 

“It goes without saying that the purchase of this number of hogs in Armour’s 
yards, adjacent to the Government regulated yards, has the inevitable effect of 
depressing prices on the open, competitive market because it withdraws from 
the open, competitive market that extent of buying power. The Armour hog 
buyers on the open market, knowing the number of hogs in the Mistletoe yards, 
‘an, and do, unduly influence the prices of hogs on the open market, by re- 
maining off the market until late in the morning, by waiting until other buyers 
have finished buying, and by other expedients. 

“This is aptly illustrated, in fact clearly demonstrated, by the fact that, 
when Armour in the past has gone into Cudahy territory, Cudahy has retaliated 
by becoming an aggressive buyer in the Kansas City open market, which has 
invariably had the effect of putting up prices on the open market. Rather than 
pay these advanced prices, Armour has withdrawn from Cudahy territory and 
then prices on the open market have invariably receded. The same thing takes 
place when Armour enters the Swift St. Joe territory. This shows what real 
competition does and these past experiences place the depressing effect of 
private buying upon the open market beyond the pale of speculation, theory or 
assertion * * * (pp. 29-30). These instances also demonstrate that, if this 
off-market buying prevails, there will, necessarily, be a division of territory 
between the big packers, because this private buying inherently means absence 
of competition. In fact there is a division of territory now and always will 
be when private buying is in force. The incidents above referred to, which 
will be clearly proven on hearing, demonstrate that the packers should uot be 
permitted to control the markets where these intervenors sell their animais and 
that is what led to that part of the consent decree which deals with stockyards. 

“Before the purchase of the property and business of Morris & Co. by Armour, 
in 1923, Morris & Co. conducted a large, modern, well-equipped, efficient packing 
plant at Kansas City, buying all of the animals slaughtered in said plant on 
the open, competitive market. After the purchase of the Morris property and 
business by Armour, this Morris packing plant was shut down, even though it 
was modern, economical, and well-equipped, and the Fowler packing plant, 
which was old, dilapidated and inefficient, was kept in operation, solely because 
of the tremendous, undue and improper advantage which Armour & Co. has in 
the purchase of live meat animals in the Mistletoe yards. Morris & Co., before 
the sale aforesaid, did no off-market buying, but purchased on the open, com- 
petitive market all of the animals slaughtered in their Kansas City packing 
plant, and were aggressive buyers at said yards, which aggressiveness and 
buying power has all been removed from the open, competitive yards, which 
has had the necessary effect of depressing the prices obtained by these inter- 
venors, and other livestock producers, in the open yards. These petitioners 
charge, that the shutting down of said Morris plant at Kansas City and the 
operation of the Mistletoe yards by Armour at Kansas City were both in direct 
violation of the terms of the consent decree. 

“These petitioners charge that, unless the consent decree is reinstated as to 
livestock markets, Armour and Swift will very materially extend the off-market, 
or private, buying described in this paragraph, and this conduct on their part 
will ultimately destroy the open, competitive markets at those points where 
such markets are not now in fact controlled by Armour and Swift. Swift has 
already extended this off-market buying to cattle, and, if unchecked, it is only 
a question of time until this practice of private buying will directly and se- 
riously affect the producers of cattle in the Far West and the plains country, 
where they sell their cattle in carload or train lots on the ranches, because, 
when this operation is extended, it will depress the prices on the open market 
which will, necessarily, be reflected in the prices received on the ranges. The 
importance of the Mistletoe yards to Armour is reflected in the growth of the 
receipts of hogs at these yards compared with the receipts of hogs on the open 
market at the Kansas City Stockyards. And, with this rapid and consistent 
growth in this method of marketing livestock, if this consent decree is not sus- 
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tained and enforced, then the plight of the livestock producer, who will be at 
the absolute mercy of the great packer in the sale of his livestock, will be piti- 
able in the extreme. * * * 

“These intervenors insist that the growth of the receipts on the Mistletoe 
yards is not due to the feeling on the part of producers of hogs that this off- 
market buying is the best, or most economical, method of marketing livestock 
for the producers. To a very large extent, the producers whose hogs are ulti- 
mately received at the Mistletoe yards are utterly helpless in this matter. The 
persons who ship to the Mistletoe yards are not the producers, but they are pro- 
fessional shippers, who are given by Armour the exclusive right to ship to the 
Mistletoe yards from a designated territory. These favored shippers proceed 
to drive out all competing shippers in that territory by offering, for the time 
being, advanced prices for the hogs of the producers. After competing shippers 
are driven out of business, the Armour shipper then offers to the small pro- 
ducers of hogs what prices he desires and they must sell to him, and for the 
reason that there is a large difference in the freight rates between shipments 
by carload lots and by less-than-carload lots. These Armour shippers buy their 
hogs almost entirely from the small producers who would be forced to ship in 
less than carload lots. Because of this difference on freight rates, the Armour 
shippers are enabled to force the small producers to sell to them and still drive 
out any competing shippers. 

“These petitioners allege, that there is directly involved in the off-market, or 
private, buying by the large packers, as above described, the fate of the open, 
competitive livestock markets of this country. If something is not done to 
prevent the growth and extension of such practices, as above described, by the 
large packers, then all of the public, open, competitive markets, not directly 
controlled by these large packers, will be destroyed. It is a grave injustice to 
these petitioners that these large, powerful packers should be permitted to 
agree, as they did in this consent decree, that they would take their hands off 
the markets where these intervenors and other producers sell their animals, 
when because of such agreement the Packers and Stockyards Act, 1921, was 
passed to regulate, govern and control the public markets, and that at the same 
time the big packers should be enabled to maintain their own yards, where there 
is no governmental regulation and control, no competition, and where the large 
packers are enabled to withdraw their support from the open, public markets, 
depressing the market to that extent, and then buy their own requirements on 
their own terms, fixing the weight and grade of the animals and the price to 
be paid therefor. If this is to become the fixed and general method of market- 
ing live meat animals in this country, then the livestock industry is doomed 
to destruction” (pp. 21, 32, 34, 35). 

According to the Federal Trade Commission (See Agricultural Income In- 
quiry, Pt. I, Principle Farm Products, 1937, pp. 200 to 211), the big meatpackers 
earried on the practices described in the above quotation en a widespread 
scale and successfully avoided compliance with the law by resorting to the 
courts over a long period of years. As late as December 31, 1931, the courts or- 
dered the meatpackers to dispose of their holding in stockyards which they were 
supposed to give up under the Packers and Stockyards Act of 1920. Neither 
have the packers ever given up their activities designed to set aside that part 
of the consent decree which prevents them from going into the retail distri- 
bution of meat products and groceries in general. 

Of particular interest to livestock producers is the recent investigation con- 
ducted in the fall of 1956 by Senator O’Mahoney, chairman of the Senate Anti- 
trust Judiciary Subcommittee. One witness testified at the hearings that the 
Secretary of Agriculture didn’t even know that there was a provision in the 
law requiring the Department of Agriculture to enforce the prohibition of 
monopclistie practices. 

Hearings before that committee indicate that buying practices, instigated by 
chainstores and others by vertical integration such as cattle feeding and pack- 
ing, are designed to destroy the free market in the sale of livestock. Country 
buying, in particular, at the present time, is being used to manipulate the 
market and establish low prices for cattle. Witnesses in the industry testify 
that the market was being constantly manipulated by the packers and chain- 
stores to their detriment. The country buyers go out to the backwoods and 
away from the central markets, because they reflect a true competitive price, 
and buy cattle in small lots and at isolated points. They also time their buy- 
ing with the downward swing of cattle prices and consequently control cattle 
prices by depressing cattle prices in other areas. 
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Chainstores, such as Safeway, which operates its own meat packing and 
‘attle feeding and distribution centers, systematically gets out of the market 
when there is a tendency for the price to rise. Safewny buys when cattle are 
cheap and depresses the market in every possible way, because this great chain 
distributes enormous quantities of meat to consumers in a wide area over the 
United States. Its activities are often crucial in determining prices. 

Vertical integration by grocery chains 

Grocery chains are commonly thought of only in connection with the re- 
tailing of food products. Their enterprises, however, reach back into all 
phases of food processing and distribution and in many instances they bridge 
the entire span between producers and consumers. More than any other type 
of large-scale concern, they furnish the examples of integrated and diversi- 
fied enterprises. 

Two conspicuous examples are Safeway Stores and the Great Atlantic & 
Pacific Co. The A. & P. owns thousands of retail outiets and has used its 
buying power over a long period of years to destroy stable markets for the 
farmer and undermine his economic position. A few years ago, the A. & P. 
was fined $175,000 and forced to plead nolle contendere in the several cases. 
A. & P. long has owned its own warehouses which hcuse a general line of 
groceries and vast quantities of produce, meat, fish, and butter and other 
perishable commodities. A. & P. has its own bakers, meatpacking plants, milk 
plants which include condenseries, creameries, cheeses and miscellaneous dairy 
products, coffee plants, and printing plants. In a brief submitted by the De 
partment of Justice the Great Atlantic & Pacific case, the criminal activities 
of this great food chain are outlined. The A. & P. facilitate the control of 
market setups, buying corporations, whose agents went into area after area 
and systematically depressed prices and destroyed farmers’ markets. This big 
corporation even infiltrated farmers’ cooperatives, securing control through 
bribery and other devices and forced farmers to sell potatoes, fresh fruit, 
vegetables, and other products below the cost of production. 

Safeway Stores mentioned above has also been integrating vertically over a 
period of years. This great chain, starting with four stores in 1915 and now 
consisting of several thousand, has entered the meat slaughtering business in 
Illinois, Wisconsin, Nebraska, Missouri, Kansas, Arizona, Texas, California, 
and Washington. It has acquired 15 cheese-making plants, all but 3 of which 
were located in Wisconsin; it purchased 8 butter firms, 1 fish-processing plant, 
1 poultry-processing plant, 1 nonalcoholic beverage plant, 1 biscuit and cracker 
company, 1 cake and cookie company, and 1 dessert-powder plant. All of these 
acquisitions were made before 1942. Records are not available in regard to 
acquisitions after that time. However, it is known that Safeway has been 
expanding in the last 15 years and particularly since World War II at an un- 
precedented rate. To indicate the magnitude of its operation, the record 
shows that Safeway during the first half of 1945 obtained 30 percent of its 
meat supplies from its own meatpacking plants. 

Typical of the way in which processors attempt to dominate producers and 
secure control is a situation revealed on July 13, 1956, in a Federal Trade 
Commission order which prohibits 11 canners of tomato products of Cannery 
Growers, Inc., Maumee, Ohio. The principal companies found here are H. J. 
Heinz Company of Pittsburgh, Pa., and the Campbell Soup Company of Camden, 
N. J., two great giants in the food-processing field. 

These companies not only planned and participated in a boycott to bring 
tomato growers to their knees, in an effort to force them to sell tomatoes below 
cost of production, but they brought small companies into the illegal boycott 
conspiracy. Cannery Growers is a co-op representing tomato producers in the 
Ohio area, comprising part of the Michigan, Ohio, and Indiana area. It was 


set up in December 1950 to act as a bargaining agent for the growers in ne- 
gotiating tomato contracts. Usually canners contract with the growers before 
the crops are planted. In an effort to destroy the cooperative and possibly 


secure even Ownership of the growers’ farms, the big processing giants refused 
to negotiate with the growers at all, entering into a conspiracy, refusing sys- 
tematically to purchase tomatoes from the growers who were members of the 
co-op. The result was the FTC order outlawing the iliegal boycott of the 
processors. 
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Acquisition of companies in many diversified fields are referred to as con- 
glomerate. This simply means that companies in the food business or the 
hardware business may acquire firms which may have no functional relation- 
ship to their business. During the last few years this type of acquisition has 
become common. The economists tell us that the giant corporation may obtain 
an almost impregnable position by operations in many diversified fields. Dur- 
ing the last few years a few giant corporations have taken over many other 
lines. 

Illustrative of conglomerate acquisition by a corporation engaging in food 
distribution is American Home Products. This corporation’s operations are 
carried on by some 50 companies producing 5,000 products. In 1947, in the 
United States and Canada, it had 37 manufacturing plants, 33 research and 
control laboratories, and 36 operational centers. The distribution network 
circles the globe It has 24 foreign subsidaries which distribute many kinds of 
products, which include baby food, powdered coffee, cream and dairy products, 
cheeses and many other products. 


Profits 

Studies of the FTC indicate that every great wave of mergers, of which 
there have been several since the turn of the century, are accompanied by 
skyrocketing profits. During the 1897-1905 period of corporate consolidation, 
the post-World War I movement, the late 20’s and the 1941-47 merger period, 
profits rose greatly during the latter period. By 1944 corporate profits had 
doubled, had increased by $5 to $10 billion. By 1947 net corporate profits had 
increased 314 times rising to $17 billion. During the current merger movement, 
profits, particularly in the food and processing industry, have skyrocketed. In- 
dustrial prices have also reached an alltime high. One industrial corporation, 
yeneral Motors, in 1955 had a net profit, after taxes, amounting to $1,189 mil- 
lion. This amount is almost exactly equal to the net profits of 82 percent of 
all the corporations in the United States filing income tax returns. 

This figure includes, of course, the bottom 82 percent, including all of the 
smaller ones and the middle-sized ones. Attention is called to the fact that 
during the same period when wheat and dairy farmers and livestock growers 
were experiencing the most drastic decline in profits since 1952, that profits of 
these corporations, processors and products were increasing by leaps and 
bounds. Recent disastrous price declines have wiped out thousands of farmers 
and have endangered the solvency of hundreds of thousands and perhaps 
millions. 
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The following tables indicate increase of profits of food processors and in- 
dustrial corporations. 


Profits after taxes of selected group of corporations, 1952 and 1955—Showing 
also total corporate assets as of end of 1955 


Moody’s Profits after taxes 
Indus- jn eS 
trial | Percent /Total assets 
Manual, | inerease | end of 1955 
1956, 1952 1955 


page No. 





| 4 top flour millers: Thousands | Thousands Thousands 

2407 General Foods... $20, 436 1 $31, 737 | $372, 262 
2426 General Mills 9, 549 12, 384 181, 465 
2413 Pillsbury- 3, 210 5, 272 112,314 
399 International Milling Co 3, 439 4, 861 96, 034 
Total... 36, 634 54, 254 +48 762, 075 


5 top baking corporations 














1037 Continental Baking Co 4, 882 7, 737 88, 870 
1066 | American Bakeries 2, 650 5, 405 51, 786 
511 Campbell-Taggart Associated Baking 
Co 3, 307 4, 768 49, 383 
2007 General Baking Co 2, 845 2, 108 43, 642 
2405 Ward Baking Co 2, 153 1, 522 27, 860 
Total__. 15, 837 21, 540 +-36 261, 531 
3 top meat packers 
99 Swift & Co ‘ 22, 654 22, 893 542, 791 
1092-2925 Armour & Co 7, 140 10, 108 469, 970 
149 Wilson & Co 3, 693 4, 571 126, 356 
Total 33, 487 37, 572 +12 1, 139, 117 
| 4 top dairy corporations: 
2687 National Dairies 27, 799 40, 347 469, 279 
2738 Borden Co 17, 667 21, 654 | 309, 663 
2755 | Foremost Dairies, Inc 1,948 8, 637 141, 889 
1043 Carnation Co 6, 881 8, 070 118, 922 
Total. . 54, 295 78, 708 +45 1,039, 753 
| 6 top canneries: 
91 H. J. Heinz Co 5, 967 9, 389 168, 545 
208 Libby, McNeil & Libby 1, 863 5, 698 137, 411 
2551 California Packing Corp 7, 116 11, 449 124, (01 
2232 Hunt Foods 1, 896 2, 403 86, 639 
2383 Stokely-Van Camp, Inc 2, 379 3, 782 : 
Total 19, 221 32, 721 +73 589, 370 
4 top retail food chains 
1073 A & P Tea Co 27, 717 2 32, 233 : 
1138 Safeway Stores ate 7, 332 13, 622 
2678 Kroeger Co__. / 12, 110 14, 368 3 
19 American Stores 5, 054 7,015 
Total 51, 673 67, 238 +30 1, 166, 330 
| 1 top feed company: Ralston-Purina 8, 313 12, 614 +48 158, 851 
2 top soap companies: # 
2670 Colgate-Palmolive Peet 41, 716 57, 471 506, 046 
30 Procter & Gamble 10, 084 | 14, 008 183, 403 
Total ‘ 51, 800 71,479 +38 689, 449 
6 top oil companies: 
1112 Standard Oil Co. (New Jersey) 519, 981 709, 310 7, 164, 105 
2097 Socony-Mobile Co 171, 092 307, 434 2, 361, 912 
1800 Standard Oil Co. (Indiana 119, 981 57, 118 2, 332, 373 
2057 Gulf 141, 820 218, 063 2, 160, 821 
2619 Texas . 181, 242 262, 730 | 2, 114, 576 
2538 Standard Oil of California. 174, 300 231, 139 |} 1,855,610 
Total : oan 1, 308, 146 1, 785, 794 17, 989, 397 


112 months ended March. 

212 months ended February. 

312 months ended April. 

4 Information for the 3d big soap company, Lever Bros., is not made public. 
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“ 
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Net profits after tares of meatpackers 
| T 

| 

| 

| 





| | 
| 
| 1956 1955 | | 1956 | 1955 
ities Leesanlinds atl ed sees - ™ et 
Armour $14, 654, 110 $10, 107, 614 || Hormel | $5, 126, 072 | $3, 820, 947 
Swift ; | 14,012,210 | 22, 893, 155 || Rath 3, 628, 629 | 2, 637, 300 
Wilson | 7, 146, 260 | 4, 571, 051 Morrell. - 2, 908, 639 2, 712, 589 
Cudahy ; | 6, 137, 335 | 2, Tobin 1, 650, 833 1, 103, 199 
Mayer ; | 5, 780, 142 | 4 
| 
Moody’s | Profits after taxes | | Govern- | 
Industrial an seal __.____|} Percent |Total assets) ment Cash 
Manual, | change | end of 1955 | securities held 
1956, | 1952 | 1955 | held | 
page No. | 
SRE eect nen tarp sbiiia lente a aT 
| 5 top farm machinery com- | Thou- | Thou- Thou- | Thou- 
panies: | sands | sands Thousands sands sands 
167 International Harvester.| $55,658 | $55, 501 : $1, 018, 347 | $127,518 | $65, 628 
1062 Allis-Chalmers Manu- | | 
| facturing Co---- --| 24, 458 | 24, 805 a 445, 702 10, 778 27, 222 
1896 | ee Fuger- | | | | 
| son, Ltd_. dead 12, 494 | TIGES fcksoce 225, 787 | 1, 756 | 13, 350 
156 J. I, Case. anal 7,049 | 903 |....-- i 134, 261 5 3, 692 
2663 Minneapolis- Moline__-_- | 4, 452 | 679 e 76, 200 |_... 2, 180 
Se ectete ha tip linadeats dda 104, 111 89, 409 —14 1, 900, 387 140, 052 “112, 072 


Mr. Drxon. One illustration of the union’s position on monopolistic 
tendencies, I think, is their support of H. R. 8536 to transfer the reg- 
ulation of the Packers and Stockyards Act to the Feder al Trade 
Commission. Your organization supported that? 

Mr. McDonap. Yes, sir. 

Mr. Drxon. So that is a concrete illustration of what Mr. McDon- 
ald had in mind? 

Mr. McDonatp. Yes, sir. 

Mr. Anruso. Are there any further questions? Thank you very 
much. 

Mr. McDonatp. Thank you. 

(This supplemental statement was submitted to the subcommittee 
as follows :) 


SUPPLEMENTAL STATEMENT BY Ropsert H. BINGHAM, VICE PRESIDENT, GROCERY 
MANUFACTURERS OF AMERICA, INC. 


The National Farmers Union has inserted certain materials on “price spread” 
into the record of the Consumers’ Study Subcommittee hearings. These mate- 
rials are: (1) A memorandum of May 14, 1957, entitled “Farm Income and the 
Marketing Bill” and (2) an article on Closing the Marketing Spread from the 
June 1957 issue of the National Union Farmer. 

These materials present such a confused and misleading picture of the role 
of food processors and distributors in the price spread—farm income situation 
that they need to be examined critically. 

The purpose of the present memorandum is to examine a few of the major 
inaccuracies and misinterpretations of the Farmers Union materials and to 
present more accurate and correct information. 

1. Selection of dates: While the Consumers’ Study Subcommittee has been 
directing its investigation to the period 1947-55 (1956 where available), the 
Farmers Union presentation generally uses 1952 as the starting point of its 


calculations, shifting back to 1951 in a few instances when this better serves 


its purpose. 

This period of 1951 or 1952 is a particularly favorable starting point for any- 
one who might wish to make it appear that profits of food processors and dis- 
tributors were a contributing cause of low farm prices and income. The years 
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1951 and 1952 were peak years for farm product prices, gross farm income, and 
the “farmer’s share of the food dollar’; on the other hand, 1952 was a very 
low year for food industry profits. Using United States Department of Agricul- 
ture data, total profits before taxes of food-handling firms (processors and dis- 
tributors) were lower in 1952 than in any postwar year except 1948. Total 
profits after taxes were lower in 1952 than in any postwar year. Net profits 
as a percentage of sales of 46 processors, after taxes, were lower in 1952 then 
in any of the 21 years shown in USDA’s 1957 Outlook Chart Book. 

To illustrate how this selection of dates affects the picture, consider table 
VIII of the Farmers Union memo (p. 8). That table is based on the period 
1952-55. Note below what a different picture is shown for some of the items 
when the period of comparison is changed to 1947-55: 

(a) Volume of food handled: 

1952 to 1955 up 7 percent 
1947 to 1955 up 12 percent 
(b) Labor costs per unit of production: 
1952 to 1955 up 4 percent 
1947 to 1955 up 39 percent 
(c) Dollar net profits of food handling corporation after taxes: 
1952 to 1955 up 23 percent 
1947 to 1955 down 11 percent 

2. The Farmers Union memorandum mistakenly alleges (a) that “Per unit 
of commodity handled, the increased marketing margin has approvimately 
equaled the drop in prices received by farmers (over the past 4 or 5 years) and 
(b) consequently, the consumers’s food dollar bought just about the same amount 
of food in 1956 as in 1952.” 

The facts are: 

That the only official measure of “per unit marketing margin’—namely, the 
United States Department of Agriculture’s data on the Market Basket of Farm 
Foods shows (a) that the rise in the marketing margin between 1952 and 1956 
has been only about one-third of the decline in the farm value of the raw 
agricultural ingredient; (0) that.almost two-thirds of this farm-price decline 
has been passed along to consumers as a price reduction, with the result that 
(c) the food dollar in 1956 bought better than 5 percent more of the foods in 
the market basket than in 1952. The USDA data are shown below: 


1952 1956 Change 
1952-56 


Farm value of raw foods in market basket $482 $390 | — $92 
Marketing margin 553 586 | +33 
Retail value 1, 035 976 —59 


3. The Farmer’s Union memorandum suggests that “food handling corpora- 
tions might be induced by stronger farmer bargaining power to reduce their 
profits before taxes from approximately $1.8 billion to $800 million.” Pre- 
sumably, the Farmer’s Union believes that such a reduction would be fair, eco- 
nomically sound, and to the interest of the farmer. 

Let’s examine the proposal in the light of all the relevant facts. 

(a) As background to the whole discussion of profits, it should be remem- 
bered that combined net profits after taxes of food processors and distributors 
represent about 3 cents of the consumer’s food dollar. Pretax earnings repre- 
sent ubout 6 cents of the food dollar. (See testimony of both United States Depart- 
ment of Agriculture and Grocery Manufacturers of America before Consumer’s 
Study Subcommittee May 7 and 8, 1957.) 

(b) If pretax profits of food handling corporations were cut to $800 million, 
this would reduce their net profits after taxes to about $400 million (the corpo- 
rate profits tax rate being 52 percent). This is about what food handling 
corporations earned in 1941 (according to USDA), when about half today’s 
volume of business was done, when the total capital investment to be rewarded 
by dollar esrnings was less than half its present level, and when each dollar 
bought almost twice as much goods at retail. 

In other words, the Farmer’s Union while seeking ways to raise farm op- 
erators’ income to a point about three times the 1941 level (a worthy enough 
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objective in itself) suggested that food corporation shareholders be cut back to 
the 1941 level in terms of dollars; half the 1941 rate in terms of return on 
investment. 

(c) Not only would the proposed cutback in net earnings be unfair, it would 
be economically unsound for food processing and distributing organizations and 
for farmers. As Mr. Omer Herrmann of USDA pointed out to the subcom- 
mittee on May 7, “HParnings on invested capital of food manufacturers are gen- 
erally lower than for most other manufacturing groups. In 1955 net profits 
(after taxes) as a percentage of net assets for food processing groups ranged 
between 6 and 12 percent; for ‘all manufacturing’ net profits averaged 15 per- 
cent of net assets.” 

While the food industry has been able to compete against other industries for 
new capital in the past, it would be virtually impossible to do so if its rate of 
return on investment were drastically cut as the Farmer’s Union suggests. In 
fact, not only would expansion probably stop, but capital would likely be trans- 
ferred from the industry to more profitable parts of the economy. The motive 
force of food industry investment and expansion which has up to now broadened 
markets for farm products would be lost with real detriment to farmers, con- 
sumers, and the whole food industry. 

4. In its article in the National Union Farmer, the Farmer’s Union claims 
that (a) “wage and salary increases in the food industries account for only a 
fraction of the terrific drop in farm receipts” and (b) “most wage increases 
were justified by increased productivity and even if they were not, food indus- 
try profits were high enough to absorb them.” 

Without debating whether the wage increases caused the decline in farm re- 
ceipts, let’s examine the size of the wage increases in relation to the farm 


declines and in relation to profits. There are only two official Government 


measures which apply; namely, the USDA’s marketing bill series and its market 
basket series. Here are the data for 1952 and 1956—the period chosen by the 
Farmer’s Union. 


Total retail cost, payment to farmers and marketing bill for farm food purchased 
by domestie civilian consumers 


(Billions of dollars] 


1952 1956! | Change 

1952-56 
Payments to farmers........_.__- we $20. 1 $18. 5 | —$1.6 
Corporate profits after taxes......____. 6 9 | +0.3 
I I ea tween wv 9 | +.2 
Inter-city transportation.___..___._- a = 3.0 3.8 | +. 8 
ee en Plbhecs praca 11.4 | 13.5 | +2. 1 
I ee al ce ahead tc nae pacha hedaadacanae i 8.7 10.1 +1.4 
a, 44,5 47.7 +3. 2 


1 Estimate by Farmer’s Union. 


On this total marketing bill basis it is clear that the additional wage bill be- 
tween 1952 and 1956 (using the Farmer’s Union’s own estimates) was much 
larger than the decline in farm receipts and that the increase in the wage bill 
was more than twice the total net profits of food handling corporations. Ob- 
viously, it could not have been absorbed by profits. 

Now let’s examine the situation as it applies to the market basket of farm 
foods. Based on an analysis of these USDA figures by Grocery Manufacturers 
of America, Inc., (and presented to the subcommittee) the annual labor costs 
paid out by food processors and distributors increased $27 on each basket be- 
tween 1952 and 1956. (The figure would have been $53, had it not been for the 
machine productivity created by food industry investment in new and modern- 
ized plant and equipment.) The net profits of these processors and distributors 
were about $32—in total only about $5 more than the wage cost increase. 

5. The Farmer’s Union memorandum states that “the farm price parity ratio 
is widely used and accepted as a reliable measure of the change in the economic 
situation of farmers.” It then proceeds to calculate a price parity ratio for food 
processors, retailers and wholesalers and calls the results interesting. 

However interesting this comparison may be, it is a statistical hoax and pro- 
duces deceptive and incorrect results. To understand why, one must remember 
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that the farmer’s parity ratio, as calculated by USDA, is obtained by dividing 
the index of prices received by farmers by the index of prices paid by farmers. 
The latter includes prices paid for commodities and services bought by farmers 
for both living and production purposes. It also includes wage rates, taxes and 
interest—in other words most, if not all, of the farmer’s costs. 

Contrasted with this, the processor’s parity ratio calulated by the Farmer’s 
Union shows the relationship of processors’ prices to only one element of their 
costs—namely, the raw farm product. It does not cover interest, taxes, wage 
rates, packaging materials, depreciation, transportation and the dozens of other 
costs entering into a processor’s expenses. The procedure which the Farmer’s 
Union has used for processors would be about like calculating a farmer’s parity 
‘atio based only on the cost of seed. 

There is, of course, no official figure on the processor’s price parity ratio since 
the parity price concept has never been applied to processors. However, from 
data quickly available, it is possible to show that a properly calculated proces- 
sor’s price ratio would show much less of a contrast with the farm price parity 
ratio than the Farmer’s Union caleulation. 

Since the historic farm parity concept refers to the relation of prices received 
to the total of prices paid for all costs, a similar result can be estimated for 
processors by working back from the processor’s net profit on sales percentage. 
If the processor’s net profit percentage to sales is the same in any 2 years se- 
lected, then the ratio of his prices to his total unit costs has not changed. If 
the percentage rises or falls, the ratio of prices to unit costs can be calculated. 

Using this method, the processor’s price parity ratio for 1956 would have been 
less than 101 (compared to 100 in 1952). This contrasted with the incorrect 116 
ratio claimed by the Farmer’s Union as the 1956 ratio. 

Even this more correct ratio of less than 101 (actually somewhere between 
100.3 and 100.6) for 1956 overstates the processor’s price ratio. This is because 
it is calculated on the basis of unit costs. It thereby reflects the effect of in- 
creased machine productivity in food processing. To be fully comparable with 
the farm parity ratio (which does not take account of short-term changes in 
productivity), the processor’s ratio would have to be caleulated on the basis of 
prices paid for various cost factors, not their cost per unit of product. For 
example, increases in wage rates rather than increases in wage costs per unit 
of product would have to be used. Since a rise in industry productivity has 
partially offset some of the rate increases in wages and other factors, this even 
more correct procedure would result in a higher index of prices paid by proc- 
essors and a lower price parity ratio for them. 

While data are not quickly available to make a calculation of the processor’s 
price ratio fully comparable with USDA’s farmer’s parity ratio, it is clear that 
the Farmer’s Union memo has greatly overstated the processor’s ratio. Based 
on the figures presented in the present analysis, it appears that the processor’s 
price ratio in 1956, if figured on a correct method, would be no higher, and prob- 
ably somewhat below its 1952 level. 

What has been said here in criticism of the processor’s price ratio also applies 
to the Farmer’s Union calculations of the wholesaler’s price ratio and the retail- 
er’s price ratio. In addition, a special word of caution should be said about 
their “wholesaler’s price parity ratio.” This refers not to food wholesalers who 
buy from manufacturers and sell to retailers. Instead it refers to assemblers 
and intermediate handlers of food between the farmer and the manufacturer. 

6. The Farmer’s Union reaches a summary conclusion which is certainly in- 
correct even on the basis of the figures which they selected to use in their memo- 
randum. That false conclusion is “History of the past 4 years as revealed in 
the preceding 9 tables shows that processors mainly, and retailers to an extent, 
have absorbed all of the farmer’s losses.* * * The increased processor-take in 
actual dollars was mainly reflected in profits before and after taxes, and in 
increased payments made for purchases of nonfarm supplies.” 

The material presented in the present analysis shows clearly: 

(a) That about two-thirds of the farm-price decline between 1952 and 1956 
was passed along to consumers in lower food prices. 

(b) That the largest single element in the widening of spread has been the 
higher cost of wages: as it applies to USDA’s “market basket,” higher wage 
costs, plus higher cost of taxes and transportation (made up largely of wage 
and tax costs) account for about 80 percent of the increased spread. (This was 
documented in the presentation to the subcommittee by Grocery Manufacturers 
of America on May 8.) 

(e) That dollar net profits of food processors and distributors in total aggre- 
gate are equal to only a fraction of the increase in the wage bill since 1952. 
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(ad) That the increase in per-unit wage costs since 1952 (notwithstanding the 
cushioning effect of the food industry’s increased machine productivity) is al- 
most as great as the total per-unit net profit of food processors and distributors. 

(e) That without the increase in machine efficiency by the industry, the per- 
unit wage cost increase (due to higher wage rates) would have been almost 
double the total net profits per unit. 

(f) That the combined net profits of food processors and distributors repre- 
sent only a small percentage of the consumer’s food dollar (about 3 percent ac- 
cording to both the USDA and Grocery Manufacturers of America testimony on 
May 7 and 8). 

(g) That the cutback of industry earnings suggested by the Farmer’s Union 
would reduce earnings to depression levels. In the short run this would virtually 
destroy the opportunity to raise capital for further expansion of the market for 
farm products. In the long run it would encourage a withdrawal of capital 
from the industry and a shrinking of the market for farm and food products. 

Mr. Anruso. We have one more witness. 

Mr. Riggle of the National Council of Farmer Cooperatives. You 


may proceed. 


STATEMENT OF JOHN RIGGLE, SECRETARY, NATIONAL COUNCIL 
OF FARMER COOPERATIVES 


Mr. Riaerx. I am John Riggle, secretary of the National Council 
of Farmer Cooperatives. 

In the last 10 years the farmers share of the retail price of the 
Department of Agriculture’s market basket has declined from 50 
percent in June 1948 to 38 percent in February 1957. 

This statement was written about a week ago. 

In this period the retail price to the consumer of the enshaate basket 
declined by $1 (from $994 to $993) the returns to the producer 
dropped $116 (from $498 to $382) and the margin taken by the han- 
dlers and processors increased by $115 (from $496 to $611). This is 
a 10-year period I am talking about. 

While the urban customer has reduced his expenditures for food 
from 24 to 22 percent of his income, he has actually spent $94 more 
per capita for food or a 29 percent increase. 

At the same time his per capita income has increased $420 or 47 
percent. He has increased his expenditures for consumer ous and 
services generally $438 or 38 percent at the same time. His food ex- 
penditures have not increased as fast as his income or his expendi- 
tures for other consumer goods and services. 

Since the consumer could not pay his 1935-39 food bill with only 
16 percent of his present disposable income as compared to an actual 
expenditure of 25 percent of his disposable income for this current 
food bill, the figures indicate two very definite facts—(a@) the con- 
sumer is being better serviced to better processed and packaged food 
and eating better than he was 10 years ago with the expenditure of 
about the same percentage of income; and (4) about $115 of the 
farmers’ share of income from the sale of a food basket in 1948 has 
been shifted to processing and distribution. 

Coincidently if we multiply the 47.5 million households in the 
country by the $115 shift in the share of each market-basket value 
from farmer to distributors we get about $5.5 billion, which is pretty 
close to the $6 drop in net farm income from $17.7 billion in 1948 to 
$11.7 billion in 1956. The gross farm income was at the rate of $34.6 
billion both in 1948 and 1957. With the increased production and 
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marketing costs the farmers should receive $40 billion gross in 1957 
in order to maintain their relative economic status during this 10-year 
period. If his production costs alone had remained the same his net 
income would be about $4 billion more at present gross income levels. 

In this 10-year period the farmer’s annual oper: ating costs were in- 
creased $440 million for lime and fertilizer, $560 million for repairs 
and maintenance of buildings and equipment, $670 million for depre- 
ciation on buildings and Sapa $480 million for personal and 
real property taxes, and $550 million for miscellaneous expenses. 

Significantly, the farmer’s annual expense for hired labor dropped 
from $3 billion to $2.75 billion because of Sopbing manpower to use 
more machinery; and his Federal income tax dropped 5330 million 
because of drop in farmers’ taxable income. His increased equipment 
and equipment operating costs have far exceeded the $250 million 
annual decrease in his labor bill. 

In addition to increased operating expenses, annual capital expen- 
ditures were increased about $1 billion per year or $10 billion for the 
period. To finance the power, the additional land on which to em- 
ploy the machinery and additional operating costs the farmers bor- 
rowed $9.5 billion more and doubled their mortgage and short-term 
debt. 

The farmer has absorbed about $5.5 billion additional production 
costs in order to become more efficient under the promotion of his 
supplier and marketing advisers, without the consumer benefiting in 
price of foodstuffs and clothing. He has had increased processing, 
packaging, and service, at the farmer’s expense up to the wholesale 
level. 

The mechanical revolution on the farm and the marketing revolu- 
tion in the 10-year postwar period has netted the farmer an annual 
income of $9.5 billion less because of market and processing costs 
passed bac +k, and increased products costs he has absorbed and he has 
accumulated a debt of $18 billion. 

It hardly looks as if improved technology will pay for itself down 
on the farm in the foreseeable future, as Yong as the economic bene- 
fits are absorbed in increased costs by suppliers of equipment and 
materials, and production, marketing, and transportation services. 

The pressure toward increasing the size of farm in order to buy 
more machinery in order to reduce net income is like a dog chasing 
his tail. Sooner or later he will bite off enough tail that he can’t 
make both ends meet. If he had a short tail to start with, he has 
already lost the race. 

In the race to expand his volume by increased acreage, the farmer 
together with urban ae ation pressures have forced rural real- 
estate paper values up $30 billion in the 10 years, and consequently 
his real-estate taxes have been increased by about $380 million. 

The increased paper values of his real estate are costing him money 
unless he can sell out to a new development or to somebody who has 
made his money in urban industry or trade and wants a home i in the 
country or to another producer engaged in the race of expansion. 

College bulletins and farm journals bombard him with advice to 
buy more land and additional machines, and to use more improved 
fertilizers, biologicals, and chemicals and gadgets in order to be more 
efficient, produce more and absorb more production and marketing 
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costs, and net less, while his suppliers and handlers take more out of 
the agricultural economy. 

What are the ingredients of these increasing deducts and costs 
which agriculture is called on to absorb from the rest of the economy 
in order that industry, trade, and labor may prosper ? 

Industry and handlers operate generally under a system of ad- 
ministered pricing. Under this system the costs are passed along in 
the price of the goods and services, and production is scheduled so 
that effective demand will absorb the output at the price required to 
cover costs including profits. 

Now the costs are capital costs and operating costs. They include 
the capital costs of depreciation and of expansion in industry. In 
the recent period of prosperity a large share of these expansion costs 
have been financed out of current income which is acquired from 
rapidly increasing price of the product. This has been a factor in 
the increase in price of farm equipment and farm supplies of indus- 
trial origin as distinguished from farm origin. 

Between 1948 and 1957 the annual investment in new plant and 
equipment in manufacturing rose from $9.13 billion to $16.41 billion, 
in transportation from $2.3 billion to $3.3 billion and in commercial 
facilities from $6.9 billion to $10.37 billion. Total fixed investment rose 
from $37 billion to $62 billion. 

As I say, these were financed 63 percent out of current income; in 
other words, out of price. 

Another ingredient of increased industrial cost is wages which are 
passed along in administered pricing of equipment, industrial sup- 
plies and production and marketing services to the farmer. And 
they go back to the suppliers of the manufacturing plant and on back 
to the suppliers of the raw goods and all of the ESeicators, 

The total compensation of employees rose from an annual rate of 
$141 billion in 1948 to an annual rate of $249 billion in 1957. The 
annual wage rate in manufacturing rose in the period from $1.35 to 
$2.05 per hour, in the construction of new plants from $1.84 to $2.90 
per hour, and in retail trade from $1.01 to $1.34 per hour. 

There have been substantial increases, of course, in the labor cost in 
transportation. 

These are reflected in the farmers’ increased annual expenditures 
from $826 million in 1948 to $1,266 million in 1955 for fertilizer and 
lime, $2,795 million to $3,353 million for repairs and depreciation of 
operating capital items and $2,060 million to $3,734 million for de- 
preciation and construction of fixed facilities. 

On the contrary farmer expenditures for farm-produced items as 
distinguished from items of industrial origin have declined from 1948 
to 1955. Annual expenditures for feed have declined from $3,996 
million to $3,680 million and livestock purchases have declined from 
$1,589 million to $1,542 million in the same period. 

As a matter of fact, for the 10-year period that increased slightly 
because of the increased commodity prices. 

While annual livestock inventories have declined in value from 
$13.3 billion to $10.8 billion and crop inventories from $9 billion to 
$8.3 billion in this period, machinery and motor vehicles inventories 
have increased from $6.9 billion to $16.6 billion and household fur- 
nishings from $6.1 billion to $11.5 billion, and this is on the farm, 
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because farmers are consumers of standard consumer goods and serv- 
ices, as well as producers 

One of the chief ingredients of this whole economic imbalance is the 
final impact of taxes both Federal and local. 

The farmer's real estate and personal property taxes increased 
from $856 million in 1948 to $1,146 million in 1955; his auto and truck 
licenses increased from $108 million to $156 million, and his State 
and Federal motor fuel taxes increased from $202 million in 1948 
to $303 million in 1955. 

While his direct Federal income tax has declined from $1,365 mil- 
lion in 1948 to $1,090 million in 1956, that does not tell the story of 
the impact of taxes on the farm economy. When the farmer buys 
a tractor or other equipment, erects a dairy barn or other farm build- 
ing or builds wire fences; or buys industry-produced farm supplies, 
or “buys consumer goods for home or family, there are passed along 
in the price together with the costs of manufacture, the income tax 
of the corporation or other business, and the income tax of the wage 
earners, because wages are figures in take-home pay these days; and 
the income tax of the distributor and his workers. And when he 
sells as he does in an auction or buyers’ market, there are deducted 
from the price the costs of the handlers, ine Iuding the income tax of 
the handler and processor and his worker. 

Because by and large the urban consumer of farm commodities has 
not been asked to absorb these increased costs of w: iges and taxes as 
shown by the fact that the wholesale price index of processed food- 
stuffs is down from somewhere around 106 to 104, but the index of 
prices to the farmer has dropped from 110 to 80 percent of parity. 

Government policy in the way of high taxes is a large factor in the 
farmer economic situation because as a residual receiver of income, 
the farmer has absorbed the taxes of the suppliers of his equipment 
and supplies, as well as of the handlers of his products. He does not 
have the bargaining power to pass his taxes along. That is the core 
of his situation. 

This has to do with the suggestions of the way that the farmer can 
increase his bargaining power. 

Of the approaches to the economic unbalance of agriculture which 
we have tried since World War I, and which have not bred more 
latent problems than they have solved, there are those in which the 
producers themselves assumed a large share of responsibility for 
finance and operation. 

They include, in addition to producer marketing and purchasing 
activities, the farm loan associations, with net assets in the hundreds 
of millions of dollars wholly owned and operated by farmers; the pro- 
duction credit associations almost wholly owned and oper ated by 
farmers, who have recently undertaken to purchase and retire the 
Government capital in the intermediate credit banks, their discount 
agency ; the banks fot cooperatives, which salvaged $175 million from 
dormant Farm Board commodity stocks and assets, and in addition to 
which, farmer cooperatives had voluntarily acquired a substantial 
capital interest, and which now they are authorized to acquire and 
operate; the rural electrification cooperatives which have directly 
or indirectly brought electric light and power to 95 percent of the 
farmers are rapidly retiring the Government capital; and the thou- 
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sands of mutual insurance companies which have spread the financial 
risk of disaster in rural areas. 

While the activities of the Farm Board of the late twenties have 
been largely evaluated on the basis of the too little and too late direct 
purchase and loan stabilization efforts, it is well to remember that in 
addition to the marketing agreement program which has lasted for 
almost 30 years, the Board also fostered marketing and stabilization 
efforts by the producers themselves through cooperative and mutual 
associations. 

These include nationwide producer livestock marketing, producer 
dairy marketing, producer fruit and vegetable marketing, produc er 
cotton marketing, producer wool m: arketing, producer grain mar- 
keting, and many smaller operations of a local or regional ees, 
which the Board assisted to establish. They now handle about 
percent of the total marketing of all farm commodities, varying c 
commodities. 

But in 1957, farmers only had $3 billion invested in mutual and 
cooperative business, or about 2 percent of their total capital. Farm- 
ers have been so intent on plowing back their income and ian 
to meet excessive capital requirements in production and construe- 
tion on the farm that they have not met investment needs in their 
own buying and selling operations. 

While the Capper- Volstead Act authorized producers to incorpo- 
rate and operate cooperative associations, which purchase production 
supplies and market their members’ product, without running afoul 
of the Antitrust Act, as long as they stick to authorized activities 
within the producer group, the Marketing Agreement Act protected 
producers under supervision by the Secretary in the public interest, 
in applying the principles of orderly marketing, quality control, 
anual a uses and classified pricing and market promotion proce- 
dures when dealing with nonproducer groups in the market. 

Unless through ‘the principles of the marketing agreement or simi- 
lar procedure the producer is able to feed supplies into the market as 
effective demand will absorb them, he may become increasingly de- 
pendent either on Government, which also represents labor, business, 
and consumers, and in the face of all these interest, can, at best, sup- 
port agriculture only at subsistence level across the board; or on 
nonproducing or producer agencies, who if they provide the capital 
and management, will also absorb the profits and control of the farm 
economy. 

Experience with marketing agreements in the dairy and fruit and 
vegetable industries has indicated that marketing agreements come 
nearer to accomplishing their purposes of stabilizing the supply and 
demand situation when supported by a strong produc er financial and 
management. interest in the handling, processing, and distribution 
of the product. 

As a matter of fact, the marketing agreement procedure was de- 
veloped in the late twenties and early ‘thirties under the sponsor- 
ship of the Farm Board in order to assist producers to stabilize prices 
at the highest level which orderly marketing would support, by feed- 
ing the product into the market only as fast as effective. demand 
would take it, and by diverting the surpluses under producer control 
to secondary uses, new products, and market promotion. 
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These principles of open-end marketing quotas, quality control, 

classified pricing, and bargaining power come nearer to give pro- 
ducers an opportunity to market their products under the same bar- 
gaining conditions as other segments of the economy. 

This is one of the programs fostered by the Farm Board which has 
endured in the perishable commodity field. Consumers are pro- 
tected from culls and other inferior supplies, and against fluctuating 
supplies and prices through even flow to market. 

Producers are protec ted against the influence of infe ‘rior grades and 
seasonal dumping and overhanging surpluses on price, by ‘being able 
to feed products of the best quality into the markets as fast as con- 
sumers will absorb them. They aim to smooth out the cycle of 
surplus-induced distress prices at one season of the year and scarcity- 
induced high prices at another, after the crop has passed out of pro- 
ducers’ hands. 

The approval of marketing agreement principles and procedure 
authority for agricultural commodities will allow producers to exer- 
cise their own “initiative, ¢ capital, and management and give them 
bargaining power under public supervision of the Agriculture De- 
pen to work out their own problems in the market. They will 

make mistakes, but the industry will carry the costs under the mar- 
war agreement assessments, and the cost will undoubtedly be con- 
side rably less than amounts the producers have lost in recent years 
in producing at increased costs and in selling in a buyers’ market, 
whose costs he absorbs in reduced price at the farm. 

Mr. Anruso. Thank you very much for your statement. 

Mr. Rice. The point about this is that nobody is quarreling 
with the consumer prices particularly. They are passing them along. 

The point about it is that with all of this improved technology of 
production and so forth, it is not passed along in the way it should 
be, it is being largely channeled in one or two directions. 

The reason for bringing the producers in this paper so strongly as 
we have is not that we have a quarrel with the producer prices, if it 
was not taken out of the ahi are of the improved production, produc- 
tivity, and technology and so forth. 

Thank you very much, Mr. Norton for your statement. 

Are there any questions? 

Mr. McIntime. I would like to add this and to compliment Mr. 
Riggle on the preparation of the material contained in the statement, 
because it is the finest summation we have had presented to us in a 
long time. 

Mr. Anruso. The Chairman concurs in that. 

We will next hear from Mr. Burdick. 

You do not have a prepared statement, do you / 

Mr. Burvick. No; I have not. 

Mr. Anruso. I wonder, Mr. Burdick, if you would mind prepar- 
ing a statement and submitting it for the rec ord. 

Mr. Burvick. I would appreciate your giving me 5 minutes to 
speak extemporaneously. 

Mr. Anruso. All right. 
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STATEMENT OF FREDERICK P. BURDICK, EDITOR, CAPITOL GIST 


Mr. Burpick. I would like to explain that I became interested in 
this problem primarily by taking a poll of the people in New York 
City—and some in your own district as you know, where there are 
some very fine people. 

When we were taking a poll at that time on the subject of whether 
the United Nations should establish a police force and should police 
the area between Israel and the Arab States, and we found a very 
high percentage were in favor of that. So many people, particularly 
in the city of ‘New York, suggested to us that they thought, to put it 
this way, why don’t you also take a poll on prices; many complained 
they go to the stores and they said: 

“T went down and got a package of corn flakes at 22 cents a pack- 
age; a couple of days ago it was 20 cents, and I am sure that the 
farmers do not get more for it. 

I made a study of the problem, and I have a lot of very interesting 
facts and figures and statistics from the Department of Agriculture 
and the Department of Commerce. 

I would like to call your attention to something that is very in- 
teresting and I consider very important, from the Conference on 
Economic Report; a copy of this was sent to all of the Members of 
Congress just the last day or so. I came across it today. This I 
thought was very outstanding and very pertinent to the problem that 
you gentlemen are wrestling with. That is this: Figured in 1956 
dollars, it shows that the net farm operator’s income has gone down 
from 1953 to 1957 5.4 percent, while dividends have gone up 6.6 per- 
cent, and personal interest income has gone up 6.8 percent. 

I think that gives a good picture of what may be the big trouble. 
I will not take any further time, unless you would like to ask any 
questions. 

Mr. Anrvuso. I think that is very kind of you, and we appreciate 
your courtesy. 

Mr. Burpicx. Thank you. 

Mr. Anrvuso. As there are no further questions the hearing is ad- 
journed. 

(The following letter was submitted to the subcommittee :) 

AMERICAN FEDERATION OF LABOR AND 
(‘ONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D.C., July 30, 1957. 
Hon. Victor L. ANFUSO, 
Chairman, Consumers’ Study Subcommittee, 
House Committee on Agriculture, House Office Building, 
Washington, D. C. 

DEAR CONGRESSMAN ANFUSO: In testifying before your subcommittee on July 
18, Matt Triggs, assistant legislative director of the American Farm Bureau 
Federation, stated in his recommendation 9: 

“The agricultural processing and handling exemption of the Fair Labor 
Standards Act has been narrowed far beyond the intent of Congress and 
legislation to restore such original intent is recommended.” 

While the representative of the American Farm Bureau Federation states with 
tongue in cheek that his organization is “in accord with the principle that work 
ers in processing and distribution industries should be paid good wages,” it is 
obvious that his recommendation would further depress the already low wages of 
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large numbers of workers in agricultural processing industries. The fact is 
that contrary to the Farm Bureau’s contention, the present exemptions applying 
to agricultural processing workers are much too broad and do a serious injus- 
tice to the workers employed in those industries. 

According to Labor Department estimates, nearly one-quarter of a million 
workers employed in processing of farm commodities are exempt from minimum 
wage protection. In addition, large numbers of workers are denied overtime 
pay during all or part of the year in so-called seasonal industries. 

These exemptions under sections 13 (a) (10), 7 (b) (3), and 7 (c) are among 
the most complicated in the act, both in terms of determining the application 
of these exemptions and their administration. The Labor Department itself 
has commented on these exemptions as follows: 

“The result produced by the complex of exemptions applicable to a por- 
tion of the employees in the industries engaged in handling and processing 
agricultural commodities is unsatisfactory from the standpoint of every- 
one concerned. The exemptions are often not understood by employers, are 
difficult to administer, and produce competitive inequities.” 

According to the Labor Department, approximately 230,000 workers engaged 
in handling and processing farm commodities are completely exempt from all 
of the act’s protections (minimum wage, maximum hour and overtime) because 
they are employed “in the area of (farm) production.” The Department esti- 
mates that about one-sixth of these workers receive less than 75 cents an hour 
and two-thirds are paid less than $1 an hour. 

Although all sorts of arguments similar to that advanced by the Farm Bureau 
have been offered in support of exemption of agricultural processing workers 
from minimum wage protection, the Labor Department stated at the hearings 
on amendments to the Fair Labor Standards Act in 1955 that its own hearings 
on the definition of the so-called area production produced “substantial evidence 
that the payment of the 7T5-cent minimum occasioned no economic hardship on 
those establishments not within the exemption.” On the other hand, there is 
convincing information that the continued exemption of a large proportion of 
agricultural processing workers produces unfair competition based on substand- 
ard wages between those employers who are exempt and those who are not. 

In addition to the 230,000 farm processing workers completely exempt, about 
660,000 additional workers are exempt from the overtime provisions of the act 
for all or part of the year. It is argued that the overtime exemption is nec- 
essary to permit expeditious handling of farm products in these highly seasonal 
industries. 

Just because workers in these industries have such irregular employment, the 
overtime exemptions should be abolished. Complete FLSA protection would 
assure the low-paid workers who are forced to find jobs in these seasonal 
industries a more adequate income. Withdrawal of the overtime exemptions 
would also provide an incentive to employers in these industries to attempt to 
regularize their production to the maximum extent possible. 

That this can be done is evidenced by the fact that a number of canning 
firms under union contract do not have a seasonal overtime exemption even 
though it would be permitted under the present law. 

In order to extend full protection of the law to workers in processing of 
agricultural products, the AFL-CIO has urged that all present exemption 
applying to them be repealed. This would assure minimum wage and overtime 
protection to nearly 900,000 workers now completely or partially exempt from 
FLSA protection. 

I respectfully request that this letter be included in the record of the hearing. 

Sincerely yours, 

ANDREW J. BIEMILLER, 
Director, Legislative Department. 


(Whereupon at 12 p. m., the hearing was adjourned. ) 





